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SWISS WATCHES—ADJUSTMENTS 


WEDNESDAY, JUNE 29, 1955 


(The following testimony, taken in executive session on June 29 and 30, 1955, 
and January 10, 1956, by the Senate Permanent Subcommittee on Investigations, 
was made public by vote of the subcommittee:) 

Unrrep States SENATE, 
SUBCOMMITTEE ON INVESTIGATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met at 11:15 a. m., pursuant to Senate Resolution 
41, agreed to February 21, 1955, in room 357, Senate Office Building, 
Senator John L. McClellan (chairman) presiding. 

Present: Senator John L. McClellan, Democrat, Arkansas; Sen- 
ator Henry M. Jackson, Democrat, Washington; Senator Stuart 
Symington, Democrat, Missouri; Senator Sam J. Ervin, Jr., Demo- 
crat, North Carolina; and Senator George H. Bender, Republican, 
Ohio. 

Present also: Robert F. Kennedy, chief counsel; James N. Juliana, 
chief counsel for minority; Carmine Bellino, consulting accountant; 
and Ruth Y. Watt, chief clerk. 

(The following members were present at the convening of the hear- 
ing: The Chairman, Senators Jackson, Symington, and Bender.) 

The CuarrmMan. The committee will be in order. 

The Chair will entertain a motion that we hold executive hearings 
on this watch matter. I do not know what it will show, gentlemen, 
but there are charges of the Government losing a lot of money, and 
and so forth. 

(At this point, Senator Ervin entered the hearing room.) 

The Cuamrman. The Chair has a brief statement to make about it 
forthe record. I believe it is something that warrants the committee’s 
attention, and at least, warrants executive hearings to explore it and 
see whether the law with respect to the tariff on watches 1s being cir- 
cumvented, and give this committee an idea of whether the law should 
be changed or strengthened, or whether the complaints being made 
are unwarranted and present procedures are in accordance with law 
and proper and advisable to continue. 

The Chair would like to entertain a motion that we proceed with 
executive session. 

Senator Jackson. I move we proceed to take up this matter in 
executive session, Mr, Chairman. 

The Cuatrman. Do I hear a second to the motion? 

Senator Symrnerton. I second the motion, 

The Cuarrman. Those favoring say aye; opposed no. 

(The motion was carried.) 
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The Cuarrman. The committee will now take up the subject which 
involves the enforcement of the Tariff Act of 1930. From completely 
independent sources involving neither the importers nor the domestic 
watch industry, the committee was informed that one of the three bases 
of tariff as applied to imported watches was being circumvented be- 
cause of lack of enforcement. This allegation, if true, has allegedly 
cost the United States Government approximately $240 million since 
the enactment of the Tariff Act of 1930. 

The purpose of these hearings is to explore the facts which are 
available to determine whether, in fact, these allegations are capable 
of substantiation and, if so, the cause of this enforcement failure as 
well as the nature of corrective action which should be taken. 

Senator Brenner. Is the law now on the books? 

The Cuarrman. The law is now on the books. 

Senator Benver. It has not been enforced since when ? 

The Cuarrman. The question is whether it has been circumvented 
to the extent of costing the Government revenues that it was entitled 
to receive. 

All right, who is the first witness ? 

Mr. Kennepy. Mr. Arthur Sinkler, Mr. Chairman. 

The Cuarrman. Would you be sworn, Mr. Sinkler ? 

You do solemnly swear that the evidence you shall give before this 
investigating subcommittee shall be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Suvxter. I do. 


TESTIMONY OF ARTHUR B. SINKLER, ACCOMPANIED BY COUNSEL, 
PAUL MICKEY, OF STEPTOE & JOHNSON 


The Cuarrman. Mr. Sinkler, are you represented by counsel ? 

Mr. Srnxuer. Yes, sir. I would like to introduce Mr. Paul Mickey, 
of Steptoe & Johnson, who is our counsel. 

The Cuarrman. Will you state your name, Mr. Counsel, for the 
record ¢ 

Mr. Mickey. My name is Paul F. Mickey, 11 Shoreham Building, 
of the firm of Steptoe & Johnson. 

The CuHarrmman. You have been practicing here in Washington for 
some time ¢ 

Mr. Mickey. Since 1939. 

The Cuarrman. All right, Mr. Sinkler, what is your address ? 

Mr. Stnxuer. My address is Hamilton Watch Co., Lancaster, Pa. 
My home address is Millersville. 

The Cuarrman. How long have you been with the Hamilton Watch 
Co. ? 

Mr. Stnxter. Since 1936. 

The Cuatrman. What is your profession or vocation? Give us 
your background. 

Mr. Sryxter. Very briefly, my background with the Hamilton 
Watch Co. is that I left the Gerard Press Co. in Philadelphia where 
I was working in 1936 and went to work at Hamilton. After a period 
of 6 months in the training school, I went to work in their assembly 
department. Within 2 years thereafter, I was working on the posi- 
tion adjusting job, and was certified as a master watchmaker. I con- 
tinned then working in the factory and in the research department 
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through the war, where I was foreman of the specialties assembly de- 
partment, and after the war I became director of quality. 

Under my direction was all the inspection, quality control, analysis 
of our product, comparison with competitors’ products. 

In 1951 I became director of research. In that category, all engi- 
neering, new developments, and designs were under my direction. 

In 1952 I was made vice president in charge of manufacturing, and 
in 1954 I became president of the company. 

The CuarrMan. You are now president of the Hamilton Watch Co. ? 

Mr. Srvxter. That is right, sur. I also appear here today as presi- 
dent of the American W atch M: Scaeee Association, an associa- 
tion that is made up of the Elgin National Watch Co. and the Waltham 
Co., of Waltham, Mass. I am authorized to speak for them and unless 
specifically directed anything that I say will represent their views as 
well as my own and that of my company. 

The Cuatrman. In other words, they support the views that you 
intend to express ¢ 

Mr. StnKiEr. Yes, sir. 

Senator Benper. What are the other important American com- 
panies ¢ 

Mr. Stnxter. The only other company manufacturing watches com- 
pletely in the United States is the Bulova Watch Co. They have : 
fully staffed plant in Jackson Heights, N. Y. 

Senator Benprer. They are importers as well ? 

Mr. Stnxuer. Yes. They are the largest importers as well as one 
of the manufacturers in this country. They are not members of our 
association, sir. 

The CuarrMan. Bulova is the largest importer, did you say ? 

Mr. Stnkter. Yes, sir. 

Senator Brenprer. Do they combine their importations with their 
domestic manufacture ? 

Mr. Styxuer. I understand not, sir. I cannot testify on how Mr. 
Bulova carries on his operation. 

Senator Jackson. He is going to testify. He is listed as a witness. 

Senator Benper. I see. 

The Cuatrman. All right, Mr. Sinkler. Will you proceed now 
to discuss the problem or the issue of whether the Tariff Act with 
respect to the importation of watches is being enforced so that the 
Federal Government is collecting the tariff and the revenues that 
under the law it is entitled to receive since the enactment of the Tariff 
Act of 1930? I would prefer to let you just start off in your own way 
and give us your story about it. 

Before you do that, counsel tells me he has interviewed you and can 
ask you a few questions that would lay the foundation for your 
testimony. 

Mr. Stnxier. I would like to say, Mr. Chairman, we have prepared 
quite a voluminous statement here which we are certainly not going to 
occupy your time with reading. We would like to enter it today. It 
has already been given to your staff. 

The CHamrMan. You may file that statement and touch upon the 
highlights of it in your oral testimony. 

eer Benper. That statement will not be supplied to each of us, 
will it 


The CuatrmaNn. I do not know whether copies are available. 
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(At this point, Senator Mundt entered the hearing room.) 

The Cuamman. For the present, the statement will just be filed with 
the committee as a statement, and later, when we have had opportunit 
to examine it, we may decide to make it a part of the official eed. 
But for the present it will just be filed. 

Mr. SrnKLER. Very good, sir. 

The Cuatrman. Mr. Kennedy, you wanted to ask a few questions to 
lay a foundation ? 

Mr. Kennepy. Mr. Sinkler, in your positions in this company, you 
have analyzed the competitor’s products, have you not? 

Mr. Stnxkter. Yes, sir. 

Mr. Kennepy. And you have gone through the factories of some of 
our competitors and you have gone through the factories in Switzer- 
and; is that right? 

Mr. Sinker. Yes. I visited every factory in the United States, 
that is, the four factories manufacturing watches, and I visited a 
number of factories in Switzerland, both the manufacturing factories 
in Switzerland and the assembly factories. 

Mr. Kennepy. And you have been in the watch manufacturing busi- 
ness yourself for approximately 20 years? 

Mr. Stnkter. Yes; except for the last couple of years, when I have 
been directing more of the activities of the company. My whole life 
was in the manufacturing end of the business. 

Mr. Kennepy. But you have a technical background and you know 
this question of adjustments. 

Senator Symineton. Except for what, did you say? 

Mr. Stnxkter. Except for the last couple of years, when I have been 
in the president’s office of the business, or working closely with it. 

Senator Symrncton. What president’s office ? 

Mr. Stnxter. The Hamilton Watch Co. 

Mr. Kennepy. You have been president since 1954, April? 

Mr. Stnxxer. That is right. 

Mr. Kennepy. Would you discuss briefly with the committee the 
statute of 1930, and what it provided? As I understand it, there were 
three measures for tariff, one the size of the watch, the smaller watch is 
the greater tariff, and also on jewels, the number of jewels. There is 
a tariff based on that. The third basis for the tariff is the question of 
adjustments; is that correct ? 

Mr. Stnxuer. Yes, that is correct. The three categories on which 
duties are levied, according to the 1930 act, are exactly as you de- 
scribe it. 

The Cuarmrman. You repeat them and we will get it into the record. 

Mr. Srnkuer. Yes, sir. Normally a watch increases in value #s the 
size decreases, the smaller the watch movement, getting down to 
ladies watch sizes, the more it costs to produce it. It also increases in 
value with the numbers of jewels it contains, a jewel count running 
from normally a low of one jewel there is sometimes claimed to be a 
jeweled watch up to a high of 23 or 25 jewels. The third is the excel- 
ah of workmanship in the movement itself, and that is where it is 
referred to as whether the movement has been adjusted or not. Ap- 

arently Congress, in 1930, intended to have an increasing rate of 
uty based on the value of the movement so that you have increasing 
rates of duty for decrease in size, you have an increasing rate of duty 
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for the number of jewels the movement contains, and you have an 
increasing rate of duty for the number of adjustments. 

Adjustments are divided into three categories in the Tariff Act, 
and also in the general practice 

Senator Symineron. In the what? 

Mr. Suykuer. Three categories. 

Senator Symrincton. In the what, do you say ? 

Mr. StnKier. The watch movement. 

The Cuatrman. In the Tariff Act. 

Mr. Stnxuer. The Tariff Act of 1930 refers to three types of ad- 
justment. I beg your pardon. Mr. Mickey points out it refers spe- 
cifically only to temperature, where it says adjustment for tempera- 
ture may be counted as two. It then refers to the number and types 
of adjustments which have been considered in the trade always as 
adjustment for position and adjustment for isochronism. 

Senator Symrneron. On the temperature, what do you mean by 
adjustment for temperature ? 

Mr. SrvkeEr. Sir, perhaps it would be well to start with a definition 
of what is an adjustment and then discuss each of these types indi- 
vidually. 

Fundamentally, it should be understood that without adjustment, 
a watch movement is subject to variations in rate. It will run fast 
or slow as a result of the change in temperature or as a result of a 
change in position of the watch movement or as a result of the un- 
winding or loss of power of the main spring. Temperature error 
which must be adjusted for is the result of the effect of heat on metals. 
Steel stretches, it expands, when heat is applied, and it also becomes 
softer, so that the spring becomes weaker as the temperature goes up. 
In order to correct for that, is is necessary to use, and customarily, 
two types of corrections. 

This chart, I think, will illustrate it. To compensate for the loss 
of strength in the hairspring and perhaps a century ago this method 
was devised, they use two metals fused together. As the temperature 
changes, the metal is deflected because steel has a smaller coefficient 
of expansion than brass. As it heats, the brass pushes it down and 
bends the piece in this direction [indicating]. As it cools, the brass 
shrinks more and pulls the steel up. 

That principle is used in balance wheels—the balance wheel of a 
watch movement is the wheel that oscillates back and forth—by mak- 
ing the balance wheel itself out of those two metals, so that you have 
steel on the inside and brass on the outside. 

As the temperature increases, the brass forces the steel in so that 
you actually bend the wheel towards the center. That makes the 
wheel smaller and it will run faster because there is less mass that has 
to be overcome by the hairspring. You can have extra compensa- 
tion by moving all of the screws out to the very end so that all of the 
weight is moved in, or you can reduce the amount of correction needed 
for any particular hairspring by moving the screws all the way to 
this end [indicating]. That is the oldest type of temperature com- 
pensation. 

Senator Symineron. What do you mean by moving the screws? 
You shove it in either side, the one you had on the right. But if you 
are operating against the circumference, why is that? 
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Mr. Sinker. The circumference of the wheel is determined by 
the spoke which stops here [indicating] and all the bending takes 
place at the cut. This is actually cut through and it is free to move 
in either direction. So if you put the mass all the way over here 
[indicating] you get very little effect from a change and if you put 
it out here [indicating] you get a lot of effect. 

The Cuarrman. Are those screws that go in there, those yellow 
objects ? 

Mr. Sinker. These are gold screws usually used because of their 
weight. Brass is sometimes used. 

The Cuatrman. Their purpose is to place weight at a given point 
on the balance wheel? 

Mr. Srnkuer. Yes, sir. And the screws are used to build up the 
weight, to get a lot of weight, and also so that you can change the 
amount of weight on there for regulation, or for moving for temper- 
ature compensation. 

The CuatrMan. The adjustment of those screws, placing them in 
the proper place, making the test, will help to determine the fact that 
that watch will keep the same time and run with precision under dif- 
ferent temperatures, is that right? Is that a part of an adjustment? 

Mr. Srnxter. Sir, I would like to correct just a part of your de- 
scription on that. 

The adjustment is in the use of this type of wheel. The test is not 
the adjustment, nor is the actual location of these screws. But the 
method by which you change the rate due to a change of temperature, 
which is the use of a special balance wheel. The other type of adjust- 
ment, if I can go into it, to perhaps correct it, is using a solid balance 
wheel with a self-compensating hairspring. You have the change in 
performance due to a change in temperature, and the entire reason 
for the change is in the balance wheel and the hairspring. You can 
either correct the wheel or you can correct the spring. 

Senator Symineton. What do you make the spring out of ? 

Mr. Sinker. Springs today are made of special nickel alloys which 
have the peculiar characteristic of zero coefficient of expansion and 
zero coefficient of elasticity. So the adjustment for temperature in 
that case is built into the hairspring. 

If you use the ordinary carbon steel spring, you have to adjust with 
the wheel. 

Senator Symincron. But you say that an adjustment in the second 
case would be that because of the nature of the metal you would not 
have to adjust, is that right, you do not have to go through that up and 
down business as with the brass and the steel? I am only trying to 
follow it. 

Mr. Srnxuer. Perhaps I confused you by showing how you can get 
different types of compensation. This is a standard screw arrange- 
ment and practice has always been to arrange the screws according 
to the requirements of the spring used. 

Senator Symineton. Now you are talking about a wheel that you do 
not have connected ? 

Mr. Sinxter. This is not connected here. It is cut off. 

Senator Symrneron. I was talking about the solid wheel. 

Mr. Sryxuer. On the solid wheel, you have to use a special alloy 
spring, and there we adjust the contents of the alloy to match the 
wheel. 
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Senator Symineron. But you do that when the watch is built, do 
you not? It is just an adjustment. 

' Mr. Srvxuer. Sir, we control that when we cast the alloy from 
which the spring is made. The system there is to cast an ingot and to 
test it, and if it proves correct, we can use it. If it proves incorrect 

Senator Symineron. But it is not an adjustment. You could not 
call it an adjustment. If you make a product and you do not have 
to adjust it, that would not be an adjustment, would it? That may 
not be important, but I am trying to follow you. 

Mr. StnKieEr. Senator, it is our opinion that any features built into 
the movement to counteract the errors that result from temperature 
are adjustments. 

Senator Symineron. But you do not adjust it. The metal itself 
adjusts. It has zero expansion and zero elasticity which adjusts. 
How can that be an adjustment ? 

Mr. Srnxter. It only has zero coefficient of expansion and zero co- 
eflicient of elasticity, if we control the elements that go into it. There 
is no subsequent work to be done on it, so therefore you can call it no 
additional adjustment. That goes with every phase—— 

The CuarrmaNn. That gets right down to the crux of the issue, 
whether the making of the watch today with the modern technique and 
improvements, whether the making of the watch so that it runs with- 
out further adjustments, is an adjusted watch or whether it is an 
unadjusted watch when so made. Is that the crux of it ? 

Mr. Stnxter. That seems to me the crux of it exactly. An adjusted 
watch is a condition, not a test or not what you do to it, but the result. 

The Cuarrman. In other words, your contention is that a watch 
that is so made in the plant, in the factory, that after it is assembled 
it requires no—I will use the word for no better—tinkering with to 
get it adjusted, that that is an adjusted watch as it comes off the 
assembly line? 

Mr. Srnxxer. Precisely, sir. 

The Cuatrman. And another one that comes off that was not made 
of these improved metals and techniques and so forth that may require 
the adjustment of screws and so forth, it, too, is an adjusted watch 
when you get through ? 

Mr. Stryker. Exactly. 

The Carman. But your contention is that a watch, if so made— 
since this law was enacted I suppose there have been so many improve- 
ments made in the materials that are used in watches and so forth— 
if the watch when it comes off of the assembly line, and I use that 
assembly line figuratively speaking, because there may be a lot of 
handwork in it—— 

Mr. Stnxuer. That is right. 

The Cuatrman. Is so perfect in precision that it keeps the same 
time that a watch made out of the other alloys and materials would 
keep after being adjusted by setting screws and so forth, you say then 
both of them are adjusted watches? 

Mr. Stnxter. Sir, we say so, we have to say that. Let me give you 
just an illustration of why. When we decide to make a particular 
grade of watch, we decide months in advance, sometimes years in‘ad- 
vance, exactly how it is to be made, and the bridges are engraved, 
sometimes, 4 or 5 months before it gets to the assembly department. 
They are marked “adju: ied.” Or in the case of railroad watches, ad- 
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justed for position and temperature. We know we are going to make 
it and sell it as an adjusted watch, and the ones that go through b 
themselves, and we dearly hope that all of them will, are just as Teach 
adjusted as those which require the tinkering you referred to. 

Actually, we claim that the ones that are perfectly made originally 
are better than the others because every time you work on the inside 
of a very small watch movement you are just asking for trouble. So 
we always have been striving to make them so perfectly that they 
require no additional work after assemb] 

Senator Munpr. Would it follow from what you have said that any 
watch which keeps good time, correct time, is an adjusted watch? 

Mr. Srvater. Sir, that would be just a little too easy. There are 
physical characteristics of an adjusted watch which make it very 
easy to determine whether it has been adjusted or not. If it keeps 
good time, and you have not selected the proper materials for the hair- 
spring, or if you have not used a balance wheel, if you have not 
poised the balance wheel so that the weight is equally distributed 
around it, if it should happen to be a good timekeeper, that is just 
plain luck, and the odds are very much against it. All of us who are 
manufacturing adjusted watches have a sequence of operations, ex- 
actly the same here as in Switzerland, all of which have to be followed, 
and then when the watch is assembled, we can say with real assurance 
it will be a good performer according to our standards. 

Senator Ervin. Can it be said with a great deal of plausibility 
that where you use this special alloy for making the hairspring, that 
you do that in order that the watch may need no adjustment for 
temperature? 

Mr. Srvxuer. Exactly. Yes, we use that alloy because we know 
that the alloy itself will control the change in rate due to a change 
in temperature. That is, in itself, the adjustment. 

Senator Ervin. That renders it unnecessary to make any adjust- 
ment to overcome temperature? 

Mr. Stnxuer. That is the adjustment, sir. We have to define it. 
Is an adjustment a condition or is it something that somebody does? 
We submit it is a condition. 

Senator Erwin. It comes down to the question of whether adjust- 
net is an original manufacturing process or something else, does it 
not 

Mr. Suvxuer. I think you have to. 

Senator Jackson. May I interject at this point whether it is an 
adjustment depends entirely on what adjustment means within the 
Tariff Act, and that, in turn, would go back to the terminology em- 
ployed in the industry. 

The Cuareman. Let us get through this point: Does it not resolve 
itself to this, the tariff act speaks of these adjustments? 

Mr. Srvxter. Yes, sir. 

The Cxarrman. The question is, Was it the intent of the law that 
if a watch was so made that it needed no tinkering with afterward, 
I mean its composition was of such material and so forth that it needed 
no adjustment afterward, that that would be regarded as an unad- 
justed watch. But if you had to work on it to test it and to set it 
and regulate it and so forth to make sure that it would run with 
precision, that would be an adjusted watch. That seems to be the 
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point here. When the law was enacted, an adjusted watch was one 
that could be represented as one that had been tested in some fashion 
or the material used in it was such that you could assure that it would 
run with that precision that made it a good timepiece, we will say. 
Yet an unadjusted watch, if not made with that material, and which 
had not been adjusted, that particular labor in adjusting it had not 
been required, and, therefore, the watch would not be of as much 
value, would not have the same market value, as it would have after 
somebody had worked on it and adjusted it and put it through the 
test ? 

Mr. Srnkxer. Sir, it seems very clear to me that Congress intended 
to place these watch movements in categories according to excellenc 
quality, and value. When they said that a watch which is adjuste 
should be given a duty, it seems to me that they said duties should be 
placed on watches of higher quality. 

Senator Jackson. At that time, going back to 1930, was there not 
an understanding in the industry as to what was meant by an adjusted 
watch and unadjusted watch? Congress obviously took testimony 
and followed the understanding of the meaning of adjusted and 
unadjusted at that time. 

Mr. Stnxer. It seems to me the meaning of adjusted and unad- 
justed was very clear then. 

Senator Jackson. How could Congress legislate and how could 
regulations be issued unless there was some understanding of the in- 
dustry definition of adjustment? Adjustment in the English lan- 
guage means a area of things. 

Mr. Sinker. Well, I think they intended to follow what was indus- 
try practice and industry understanding of it, and that is borne out 
by the testimony of witnesses before the committee in 1930 prior to 
that, both by importers and domestic manufacturers. There is a lot 
of testimony from the importers, Mr. Gilden, of Bulova, Mr. Gruen, 
of Gruen Watch Co., and others, complaining bitterly that their 
watches were adjusted and were selling for a very low price, and that 
the additional duty would put them out of business. The domestic 
industries’ position was there is also a lot of unadjusted watches that 
are marked adjusted. They wanted to stop the practice of marking 
the unadjusted watch incorrectly. 

Senator Jackson. Let us go a step further. Just to show you how 
custom confuses this thing, at that time in 1930 it was the practice, 
when you bought a watch, for the salesman to do what, to pick the 
back end of it off and show the movements; right ? 

Mr. Sinxer. Precisely; yes. 

Senator Jackson. What did they provide? They provided that 
the adjustments or unadjustments dhoala be marked on the back side 
of the watch instead of the face, is that right 

Mr. Styxuer. In exact accordance with its condition. 

Senator Jackson. But in the markings, Congress specified in the 
statutes, that the marking should be on the back of the movement, 
where you take the lid off, whereas we know, at least it seems to me 
the logical thing to do in order that the customer knows what he is 
buying, that marking should have been on the face of the dial. 

Mr. Srnxter. I think you are correct, sir. Remember that para- 
graph 367 of the tariff act refers to the watch movement only, and 
movements are imported into the United States without dials and 
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without cases. So the specification of marking on the dial would have 
required everybody to buy a dial, and I do not think that was intended. 
The permanent part they could get at was the movement and they 
required that to be marked. 

Senator Symineron. Mr. Sinkler, I want to get a little clearer on 
this thing. Incidentally, I am in sympathy with the idea of support- 
ing the watch industry in the United States. Based on the report of 
Senator Duff last year, which I read as carefully as I could, I believe 
it is necessary for national defense. On the other hand, we do not 
want to get into any semantics around here as a way to prove a case 
if we can avoid it. Let us take the airplane business. When you 
make an airplane, it either runs or it has to be modified in order to run, 
to fly, to operate properly. If you make it so you do not have to 
modify it, and you send it directly from the plant to the operational 
unit, then it is not considered an airplane that has to be modified. 
Most airplanes go to a modification center, where they have to be 
corrected if for no other reason than later improvements. 

What I want to know is this: In this case, do you consider that a 
watch which has already had everything done to it before the move- 
ment comes into this country in order that it will run perfectly and 
which does not have to be touched after it comes into this country by 
a company which is using the movement, is an adjusted watch because 
it has been preadjusted? In other words, you make your metal right 
so you get this automatic compensation for heat or cold as a result of 
having originally made your product right, not by adjusting your 
product under test but by originally making your ingot and having 
your roll go right in order to get your adjusted wear. Do you call 
that an adjusted watch ? 

Mr. Srnxuer. Sir, I certainly do. The Swiss industry knows full 
well what the meaning of adjustment is. 

Senator Symineron. I do not care about that, but first I want your 
idea. You call an adjusted watch a watch where the chemistry of 
the spring is made properly in the beginning. I must say, to be frank, 
as a former Rindasteeticece. that surprises me, your definition. 

The next question I want to ask you is: Is it important, with re- 
spect to this problem you are prenen ang to the committee, that you 
consider that an adjusted watch? 

Mr. Srnater. Sir, it is important. It seems to me it has to be 
considered an adjusted watch. 

Senator Symineron. I am not asking you that. Is it important to 
your position that you consider it an adjusted watch ? 

Mr. SrnKieER. Yes. 

Senator Symineton. In other words, that watch, you feel, would 
have a high tariff on it because, under the law, it has been adjusted; is 
that it? 

Mr. Stnxer. Exactly so. 

Senator Ervin. Let me ask a question on this. This law has been 
the same as far as the wording of the statute since the Tariff Act of 
1930? 

Mr. Stnxter. Yes, sir. 

Senator Ervin. Has there ever been any construction of this by 
any court? 

r. SrnKuER. I believe not. 
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Senator Ervin. Do you not consider it a legal question? In other 
words, the reason I ask this is because I am convinced that my mental 
movements were better adjusted when I was a judge than they are 
since I became a Senator. I wonder if this question ought to be 
submitted to those whose mental movements are more adjusted to 
the determination of the legal definition of words than they should be 
to a Senate committee. 

Mr. Srnxter. Senator, I think perhaps you are right, but we know 
of no way that we can get into the court. If there has been a failure 
to collect duties here, the Treasury decided they would not collect it 
on the basis of how it was marked. We say they should collect it on 
the basis of what it really is. The importers can take it into the courts 
very quickly, if the Treasury decides to collect it, and they wish to 
contest that ruling. But we know of no way that we can take it into 
the courts, because we are not suffering from that. 

Senator Ervin. What about the Federal acts, if you are injuriously 
affected by the construction of the statute, couldn’t you possibly get 
into the court on the Federal declaratory judgments; isn’t that correct ? 

Mr. Sry«ter. It does not apply to custom proceedings. 

Senator Munpr. Couldn’t Bulova take this into court? They have 
factories on both sides. 

Senator Jackson. The only way to get that answer is to find out 
from the Treasury how much they are collecting in the way of tariff 
on adjusted watches. I do not think they are collecting anything. 

The CuatrmMan. May I say this for the members of the committee: 
The reason for having this witness first was so that he could make out 
the case. It is in the nature of a complaint. Then we can under- 
stand what the complaint is, and get the picture of it from his point 
of view. Then we intend to bring in the Treasury, we intend to 
bring in the others, Mr. Bulova and others, and hear their stories, 
and try to find out whether, in the final analysis, there is a loophole 
in the present law, whether there should be more tariff collected, 
or if—— 

Senator Jackson. There isa need for legislation. 

The Cuatrman. There is a need for legislation, or if the thing is 
rightasis. That is what we are undertaking to do. 

Senator Jackson. Mr. Chairman, may I ask one question and see if 
we can get to the heart of this thing? 

The Cuarrman, Yes. 

Senator Jackson. Mr. Sinkler, if you are going to solve this problem 
of what is an adjusted watch and what constitutes an unadjusted 
watch, is it not true that you can issue regulations, the Treasury can 
issue them, and issue them indefinitely and the companies will get 
around them one way or another? I mean spelling out in detail. Is 
not the real answer to this a requirement that if it is a nunadjusted 
watch, put the label right on the watch so the buyer can see it and 
they will have a hard time selling them than they would an adjusted 
watch. Is that not the heart of the thing? They send these watches in 
and they come in as unadjusted and then they are sold over here to 
people think they are adjusted. Is that not the guts of this business? 

Mr. Stnxusr. You are getting right exactly to the point of it. 

Senator Jackson. You will never be able to write a legislation, in 
my judgment, to define what constitutes adjustment or unadjusted. 
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Mr. Srnxwer. I am told the burden lies on the importer. The act 
says if they are unadjusted they shall be marked “unadjusted,” and 
if they are unadjusted no duties shall be collected. That is very clear. 
The importers marked them all “unadjusted” and they have ever 
since the Tariff Act was passed. 

Senator Symrneron. All watches? 

Mr. Srvxuer. Over 17 jewels, sir, are not included in this because 
they have a flat rate of duty whether adjusted or not. 

Senator Symrncron. But all watches under 17 jewels are marked 
“unadjusted” by the importer? 

Mr, Srnkter. Virtually all of them, sir. Perhaps 99 percent of 
them. 

Mr. Kennepy. You have some figures on that, do you not? 

Mr. Srvxter. Yes, sir. 

Mr. Kennepy. Perhaps you can give those to Senator Symington? 

Mr. Stnguer. The number marked “adjusted,” the percentage, was 
about 0.049, or about one-half of 1 percent. 

Senator Symrneton. I would like to pursue this for my own infor- 
mation. As I get it, the duty is higher on an adjusted watch than it 
is on an unadjusted watch; is that right? 

Mr. Stnxtrr. Correct, sir, by about $2. 

The CHarrman. By about how much? 

Mr. Srnxtrr. $2. It is 50 cents per adjustment, and if there are four 
adjustments, that would be $2. 

Senator Benner. There are four adjustments? 

Mr. Stnxter. There are two for temperature. Position adjust- 
ments or the number of positions referred to, whether it be 4 positions 
or 5 positions, that would be 50 cents each. 

Senator Symimneron. Let me ask you this question. You have 
watches which come in here, some of which have to be corrected here, 
obviously if it were a very cheap watch it would have to be corrected 
here if it was made wrong, and some which do not have to be cor- 
rected. Your theory is that the watch which does not have to be 
corrected has already been adjusted before it has been shipped; is that 
correct ? 

Mr. Srnxuer. Absolutely, sir. 

Senator Symrneron. My advice to you would be not to take a case 
where if the product is originally cast right you say that it is an 
adjusted situation. Would it not be better to talk about some inspec- 
tion. For example, I have made a good many million radios in past 
years, and you sometimes have a very difficult time to tell what the 
production and what the inspection is, as you tune a job, as you go 
along in its production. 

Mr. Stvxrer. That is correct. 

Senator Symrneron. I would think your point, trying to follow 
you, I think your strong point would be there would be no necessity 
for differentiation in the law or the regulation between adjusted and 
nonadjusted unless the concept had been that somewhere in the pro- 
duction of the watch there has to be adjustment, is that correct? 

Mr. Stnater. I think you are absolutely right. 

Senator Symrnerton. If that is true, your point is that these people 
get around the law by adjusting the watch before it is Wilgpen, end 
then stating that it is a nonadjusted watch, is that it? 
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Mr. Sryxuer. Let me see if I can clear you up, sir. The fact that 
the watch is adjusted is the condition of the movement when it is 
finished. That can be done during manufacturing, during assembly, 
or after assembly. These watches are fully adjusted before assembly 
is completed in some cases. What you are saying there is that the 
adjusting has all been done, and it is marked unadjusted. That is 
quite correct, because by marking it “unadjusted” they avoid the 
payment of duty. 

Renal Symrneton. I see now. The law says that an unadjusted 
watch pays a certain duty and an adjusted watch pays a certain duty. 

Senator Jackson. Unadjusted does not pay any duty. 

Senator Symrneron. An unadjusted watch which is adjusted pays 
a certain duty ? 

Mr. Suyxuer. All watches pay a certain duty based on size, and 
additional duty is assessed on siuiaunt. 

Senator Symrneton. Say in adjustment. Your original premise 
is that a watch has to be adjusted to work. 

Mr. Srvxter. It can work after a fashion if unadjusted but not 
nearly so well. It is a measure of quality. 

Senator Symrneron. In order to be a proper watch, it has to be 
adjusted, is that right? 

Mr. SInKLeER. Yes, sir. 

Senator Symrneron. Again, I want to stay out of the semantics of 
the matter. If you have an unadjusted watch shipped into this coun- 
try, you pay less of a duty than if you have an adjusted watch, is that 
right? 

Mr. Stnxter. That is right. 

Senator Symrveron. What you are saying is that they adjust the 
watch over there, ship it over here and say it 1s unadjusted, and, there- 
fore, get around the duty, is that right? 

Mr. Srnxier. That is exactly right. If possible, I would like to 
interject some evidence that that is so. 

Senator Symrneron. I don’t care about the evidence at the moment, 
but I want the thought. If that is true, I would think that your 
position would be supported by the fact that the law could not have 
been written unless there was a difference between an adjusted and 
unadjusted watch. 

Mr. Stnkuer. That is quite right. 

Senator Symrneron. Yet for years, as you put it, they have not 
paid a duty on a watch because they claim a watch that has been 
adjusted is not adjusted ; is that correct ? 

Mr. Stnxter. They do worse than that, sir, they advertise them 
as adjusted and mark them “unadjusted.” 

Senator Symineron. In other words, they mark them “unadjusted” 
to get out of the duty and do not play with them, do not do anything 
to them, and then they advertise them as adjusted, is that right ? 

Mr. Stnxter. That is exactly right. 

Senator Syminaton. I believe I am clear on this. 

Senator Jackson. That is my point. If they are required to place 
on the watch the label under which they brought the watch into the 
country, it will be a different story. Isthat not right? 
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Mr. Srvxuer. Tavannes is a watch made in Switzerland and quite 
well known. Here is a promotional piece of literature printed in 
English. It says here: 

Before leaving the factory, every Tavannes movement is adjusted for position 
and temperature. 

That factory is in Switzerland. They have no facilities in the 
United States. It is just as blunt as that. “Every watch movement 
is adjusted for position and temperature.” We went down in Wash- 
ington and bought one and opened it up. It is marked clearly “unad- 
justed” on the movement, as required by the Tariff Act. 

Senator Jackson. It is marked unadjusted ? 

Mr. Singkuer. Yes. We can repeat that and repeat it and repeat it. 
We have advertisements of watches sold in England and Canada 
marked “adjusted,” and the identical movement is sold in the United 
States unadjusted. 

Mr. Kennepy. Before 1930, on the position adjustment, the same 
process followed now was followed before 1930 before the Tariff Act 
was passed ; is that correct ? 

Mr. Stnxwer. As far as we can tell, exactly the same. There was 
no change in the process. 

Mr. Kennepy. Can you tell, by examining a watch, whether screws 
had been added to the balance wheel or filed down, as to whether 
weight was taken off the balance wheel? 

Mr. Stnxuer. That can be easily seen, just by the watchmaker’s 
eye loupe. 

Mr. Kennepy. So there are some adjustments that somebody look- 
ing through one of these eye scopes could actually see the adjustments 
that have occurred; is that right? 

Mr. Sryxuer. They are readily discernible. I have some photo- 
graphs if you would like to see them. 

Mr. Kennepy. Following the point of Senator Jackson on what 
the intent was when they originally passed the law in 1930, that must 
have been in their minds at that time; is that correct? 

Mr. Sinker. We believe it just had to be there. There is no dif- 
ference between today and then in what an adjusted watch is and what 
an unadjusted watch is. 

Mr. Kennepy. Clearing up the question of regulating a watch as 
compared to adjusting a watch, I think Senator Symington mentioned 
bringing a watch over here it might be very possible to regulate the 
watch. For instance, on position, would you explain that to the 
committee and differentiate that from what regulating the watch is, 
once it is brought to this country. Explain the watch with position, 
first. Do it with your hand. 

The CuarkMan. We have no authority to proceed after 12 o’clock, 
I do not have permission. I thought he might finish this one demon- 
stration, and then we will determine when we will resume. 

Will you give us that demonstration quickly ? 

Mr. SrnKiER. The problem of determining whether an adjustment 
is made, balance wheels as made are never poised, poising being the 
fact 

Senator Symrncron. What was that word ? 

Mr. Stnkuer. Poised, we call it in the trade, so if it is in an upright 
position, the wheel itself has the tendency to act as a pendulum. That 
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pendulum effect creates a position near in that position. So with 
the weight on the bottom, the watch will run fast. If you turn it 
over, the wheel wants to turn into the opposite position which will 
cause it to run slower. To correct for oe the weight is dis- 
tributed equally around the rim of the balance wheel, so that no matter 
what position the watch is placed in, the balance wheel has no pen- 
dulum effect at all. 

In order to achieve that, the standard practice is to drill into the 
heads of the screws. ‘That can also be done by adding washers under- 
neath the head of the screw, and in some cases we have actually seen 
it by filing off a piece of the rim itself. That poising of the wheel or 
the distributing of the weight around the edge of it is the adjust- 
ment for position. When that has been completed, it is adjusted. 

The Cuarmman. Can that be made in the course of manufacturing 
the watch ? 

Mr. SinKxER. It is always made in the course of manufacturing the 
watch, before assembly. It always has been. It has to be done before 
the hairspring is on it. 

Senator Munpr. Then there is no such thing as an unadjusted 
watch? They are all adjusted ? 

Mr. Sinker. If that process has not been performed on the bal- 
ance wheel, it is not adjusted for temperature. 

Senator Symrnoron. That is the core of it. In other words, a watch 
somewhere before it is sold has to be adjusted to work properly, is 
that right ? 

Mr. SINKtER. Yes. 

Mr. Kennepy. No. Mr. Sinkler, aren’t there some watches that 
come into this country that are not adjusted ? 

Mr. SiNKutER. Yes; the very cheap grades. 

Senator Symrneton. But they have to be adjusted if they are going 
to be good watches, do they not? 

Mr. Kennepy. To be a good watch. 

Senator Ervin. It is your position that if a watch operates prop- 
erly, that is, keeps time accurately, either as a result of processes used 
in its original manufacture or as a result of changes made after its 
manufacture, it is an adjusted watch ? 

Mr. Stnxier. Both of them are adjusted. You have it, sir. That 
is exactly right. 

Senator Symrneton. Let me ask this question: A dollar watch, is 
that ever adjusted ? 

Mr. Sryxuer. I very much doubt it, sir. 

Senator Symineron. In other words, you do sell a watch which is 
an unadjusted watch, but it is a relatively poor watch ? 

Mr. Srvxtrr. That is correct. It is a measure of quality. That is 
exactly the point. 

Senator Symineron. Right. And a good watch has to be adjusted 
either in a plant or ona test line? 

Mr. Stnkter. Correct. 

Senator Symineton. And the theory of the act was that an adjusted 
watch would have a higher tariff on it than a watch that was a cheap 
watch and was unadjusted ? 

Mr. Srnxuer. Exactly so. 
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Senator Symineton. Your belief is that the Treasury has been vio- 
lating the spirit of the act by letting these people get away with mark- 
mgsh adjusted watch unadjusted ? 

r. SINKLER. It is just as clear as that. 

Senator Munpr. Senator Jackson had a point. There is this watch 
that you passed around the committee which you said was marked 
“unadjusted,” it must be marked where you cannot see it. 

Mr. Stnxuer. According to the act, it is marked inside. 

Senator Munoz. The Senator pointed out that if it is marked on 
the face of it so that when the buyer bought it it would be a warning 
of let the buyer beware ; would that not help? 

Mr. Srvxuer. That certainly would help. I am a great believer 
in marking merchandise either way it is. 

Senator Munpr. Right. It would be where you could see it. No- 
body is going to open up a little watch like that. 

The CrHarrman. May I have the attention of the committee mem- 
bers? We have not asked permission to sit while the Senate is in 
session. We can do so, and I am sure we can get it. Would you like 
to continue by 2 o’clock or 2:30 this afternoon and try to get this 
witness’ testimony completed before us? 

Senator Symineton. Mr. Chairman, I have an important engage- 
ment at 1:15, and therefore I would appreciate it not being before 
2: 15. 

The Cuarrman. I can make it 2:30, That would give us all a 
little time. There is no urgency. If that is satisfactory, we will 
recess until 2: 30. 

(Whereupon, at 12:03 p. m., the hearing was recessed, to reconvene 
at 2: 30 p. m., the same day.) 

(Members present at the taking of the recess: The chairman, Sena- 
tors Jackson, Symington, Ervin, Mundt, and Bender.) 


AFTER RECESS 


(At the convening of the afternoon session, the following members 
were present: The chairman and Senator Symington.) 

The Cuarrman. The committee will come to order. 

Mr. Sinkler, you may proceed. Possibly we can get started again 
by counsel making some inquiries. 


TESTIMONY OF ARTHUR B. SINKLER—Resumed 


Proceed, Mr. Kennedy. 

Mr. Kennepy. We have discussed this morning this question of ad- 
justments and the interpretation given to that word by the industry, 
the watch industry. Do you have any information, any evidence that 

ou could show to the committee indicating what the watch industry 
itself interprets the word “adjustment” to mean, both back in 1930 
or prior to 1930, when the statute was passed, and right now? 

The allegation is that some of these watches come into this country 
marked “unadjusted” when they are in fact adjusted. Well, how do 
they mark the same watches going into other countries? If you have 
any documents or any watches that you could discuss, go right down 
the line with the committee and give us what evidence you have on that. 

Mr. Stnxer. I will be very happy to, Mr. Kennedy, because I think 
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that gets right to the crux of the situation. There is a common un- 
derstanding between the United States and other countries as to what 
an adjustment is and how they handle the same watch in other coun- 
tries. If I could introduce as evidence that the foreign manufacturers 
of watches know full well what the interpretation of “adjustment” 
is and agree completely with our interpretation of “adjustment,” I 
think it would be very helpful. Perhaps one of the most startling ones 
that we have is a letter which was addressed to the United States Time 
Corp. from Eberhard & Co., La Chaux-de-Fonds, Switzerland. This 
was a result of a visit from their director of sales. It says in the third 
paragraph 

The Cuatrman. To better identify it, what is the date of the letter? 

Mr. Stnkuier. November 3, 1948. It is exhibit W in our statement. 

The Cuarrman. Do you have this in your statement ? 

Mr. Stnxuer. We refer to it in the statement and it is filed, yes, as 
an exhibit. 

The Cuarrman. It is made exhibit W in your statement? 

Mr. Stnxcer. That is correct. 

The CHamman. It may be made exhibit 1 to this record. 

Go ahead. 

(Exhibit No. 1 will be found in the appendix on p. 191.) 

Mr. Srnxier. The paragraph that is of importance to what we 
are trying to establish is the third paragraph which reads: 

By way of information, we desire to emphasize the fact that for over 60 
years we are specializing in the manufacture of very high-grade watches, with 
lever, fully jeweled, mostly 17-jeweled movements, adjusted to positions and 
temperatures, though marked “unadjusted” when required, housed in strong 
and stylish cases. Thanks to their undoubted qualities throughout, precision 
and elegance, our watches are ranking foremost among the best products of 
the Swiss watch industry. 

The CHarrman. What do you understand that to mean, “when 
required”? I believe that is the language. 

Mr. Stnxuer. It seems very obvious to me, sir, if it is to avoid the 
payment of import duties when coming into the United States, it 
would be marked that way; but the watches are in fact adjusted. 

The Cuarrman. But if they go into a country like Canada, where 
there is no tax for adjustments, no tariff for adjustments, then they 
are marked “adjusted,” is that correct? 

Mr. Srnxuer. They are marked “adjusted.” As evidence of that, 
J have two watches with me that were imported by the Elgin National 
Watch Co., who are importing watches as well as manufacturing them 
in the United States; one in the United States and two in Canada. I 
have three. One was imported into the United States and two were 
imported into Canada. All were purchased against identical specif- 
ications from Switzerland. When the question was raised as to how 
are watches marked going into foreign countries, our friends at Elgin 
called their Canadian office and said, “Do you know how the watches 
you receive are marked?” The answer came back, “We don’t know, 

ut we will look.” 

We discovered that watch movements delivered to Elgin in Elgin, 
Tll., are clearly marked “unadjusted,” and exactly the same move- 
ment delivered to the Elgin Watch Co., Ltd., in Toronto, Canada, is 
very clearly marked “adjusted”; both built to identical specifications. 
There is an interesting feature in one of these. One of the watches 
that was delivered to Elgin—— 
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Senator Symineron. Could I ask a question? Were those two 
watches made in the same plant physically ¢ 

Mr. Sunxter. In the same plant physically, yes; by the same people, 
against the same specifications. 

maeed Symineton. Utilizing the same jigs, too—dies and fix- 
tures 

Mr. Srnxwer. Precisely, sir. Just as an interesting side issue on 
this, one of the ones that showed up in Canada was marked “ad- 
justed,” but the word “adjusted” was provided by milling off the 
letters UN. Evidently the watch had originally been prepared by 
the manufacturer in Switzerland. 

Senator Symineton. Mr. Chairman, that is obvious collusion. 

The Cuarman. Is that plainly apparent, that the UN had been 
milled off ? 

Mr. Srnxter. It is very apparent, sir. It is a milling cut that was 
milled right down into the movement. 

Senator SymrneTon. Have you got it there so I can look at it? 

Mr. Stnxter. Yes, sir. 

(Item handed to the committee.) 

Senator Symineton. Yes, this is very clear. 

Mr. Kennepy. Is it possible that it was not adjusted and then they 
adjusted it and the “un” was rubbed off at that time ? 

Mr. Stnxuer. In my opinion, that is not the way it happened at 
that time. 

Senator Symineron. Have you a watch with the word “unadjusted” 
on it now ? 

Mr. Stnxtuer. I beg your pardon, sir, I did not bring one identical 
to the one that has the milling. The other two are identical with 
markings of “adjusted” and “unadjusted.” 

Senator Symineron. Let me see another one. Mr. Kennedy posed 
a good question. How can you be sure? 

Mr. Sryxter. I can only reply that my knowledge of the practices 
of the Swiss factories just will not support that position. The watches 
are made to be adjusted, they are adjusted, and they make no difference 
in the handling of them. 

Mr. Kennepy. Did you test the unadjusted watch against the 
adjusted watch and find out how they compare in keeping time? 

Mr. Sryxuer. Yes. They were tested in the “as received” condition. 
All three were adjusted. Two marked “adjusted” and one marked 
“unadjusted” were tested. The maximum difference was 15 seconds 
apart. The one marked “unadjusted” was in the middle. The poorest 
was one of the adjusted ; the best one of the adjusted. The unadjusted 
movement performed approximately halfway between. Fifteen sec- 
onds in a watch of that kind is virtually no error. We would say 
they were all the same instead of classifying them in 1, 2, 3 order. 

The CuatrMan. May I say I regret to announce that we must leave 
foraquorum. The rollcall vote is ringing now. 

Senator Symrneton. Why do you think that is milled? They could 
have stamped that out ; couldn’t they ? 

Mr. Sinker. You can see the milling cut. 

Senator Symrinecton. How do you tell that ? 

Mr. Stnxter. You hold the movement and drop a milling cutter 
into it. It is a very simple process and a lot easier than stamping. 

(Whereupon, a short recess was taken.) 
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(Members present at the taking of the recess were: The chairman 
and Senator Symington. ) 

(Members present at the convening of the recess were: The chair- 
man and Senator Ervin.) 

The CuarrmMan. The committee will proceed. 

Mr. Kennepy. Shall we make those watches exhibits ? 

The CuarrmMan. Do you want to leave those watches as exhibits ? 

Mr. Stvxuer. We will be happy to, sir, or bring them back to you 
any time. 

Mr. Mickey. We can leave them with you. 

The Cuatrman. I think if you can arrange to leave them, the com- 
mittee does not want them for its property but only for inspection. 
They can be returned any time you request them. They may be 
left fee may be made exhibits. You identify them. Do you have a 
tag on them? 

Mr. Stnxkier. Yes. They are tagged and they are identified by let- 
ters, sir, which corresponds with the reference we have in our state- 
ment. 

The Cuairman. You dictate for the record what the letters indicate 
and how they are identified. 

Mr. Sinkier. The two Elgin movements, two delivered to Canada 
and one delivered to the United States, are identified as our exhibits 
Q-1, Q-2, and Q-3. 

The Cuarrman. Which of those 1, 2, and 3 were delivered to 
Canada? 

Mr. Sinker. Delivered into Canada were 2 and 3. Delivered to 
the United States was 1. 

The Cnaiman. The two delivered to Canada may be made exhibit 
2 for the record. The one delivered to the United States may be made 
exhibit 3. It is understood they are only made exhibits for future ref- 
erence and at such time as the committee may need them in the course 
of this investigation. 

(At this point Senator Symington entered the hearing room.) 

Senator Symineton. Mr. Chairman, may I ask a question about 
this letter? 

The CuatrmAn. I have not finished here yet, Senator. 

Mr. Sinxter. I have one more watch identified as our exhibit §, 
which is the imported watch on which the letters UN were milled off 
from the word “unadjusted.” 

The Cuatrman. That was imported where? 

Mr. Stnxuxer. Into Canada. 

The Cuarrman. That makes three watches imported into Canada? 

Mr. Stnkuer. That is right. 

The CuHairmMan. That may be made exhibit No. 4. 

I have one other question that I wanted to ask in connection with this. 
You say these watches were all mate and delivered under the same 
specifications by the same company ? 

Mr. Stnkter. Yes, sir. 

The Cuatrman. And the watches are identical ? 

Mr. Sinker. I beg your pardon. The fourth one which had the 
milling which is identified as our exhibit S is not identical with the 
first 3. The first 3 are automatic watches, all of which are identical, 
and were delivered by the same supplier. We have copies of the speci- 
fications and copies of the invoices indicating they are the same. 
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The Cuairman. With respect to those that were ordered and deliv- 
ered to Canada, the 2 that were sent to Canada, and the 1 that was 
sent to the United States, which were identical and which you have 
previously testified were made under identical specifications and al- 
tered under identical specifications, do you have any information as 
to the difference in price that they sold for ; that is, whether the watches 
that were sent. to Canada that were marked “adjusted” sold for more 
to the purchaser than did the watch that was sold to the customer in 
the United States ? 

Mr. Sinker. Sir, the 2 invoices which I have here for the watches 
that you have just referred to indicate that the ones that went to 
Canada were prices at 42 Swiss francs, 10 centimes, and the 1 that 
was delivered to Elgin, Lil., was priced at 42 francs even. There was 
a difference of 10 centimes, 214 cents, between the ones that I showed 

ou. 
: The Cuarrman. Two and a half cents difference in the price of the 
invoices on the watches, the 2 that went to Canada and the 1 that went 
in the United States? 

Mr. Sryxuer. That is correct. But I feel I should point out that 
the small difference in price is in the difference of dials, which are 
not identical. 

The Cuamman. The movements are identical ? 

Mr. Sryxuer. They are identical. But the 21% cents is for the dial 
that is on the movement. 

Senator Symineron. How many centimes are in a franc? 

Mr. Suyxter. One hundred. 

Senator Syminetron. And the rate now? 

Mr. Stnxter. Point 234. 

Mr. Kennepy. So that would not account for 1 being adjusted and 
1 not? 

Mr. Stnxuer. No, sir; that is my point. 

The CuHatrman. I thought they were imported and 2 had been 
marked “adjusted” and 1 marked “unadjusted,” and you were showing 
that they sold at the same price. 

Mr. Sryxter. That is right. 

The Cuarrman. In other words, if there is any difference between 
the adjusted watches, the ones they ship as adjusted, and the ones 
they ship as unadjusted—if there is any difference in work or material 
or anything else that had gone into them, there is no more charge for 
the adjusted watch than for the unadjusted ? 

Mr. Sinxuer. Precisely. 

The Cuarmrman. And which would indicate that the watches, being 
the same, it was just a question of whether it was a convenient thing 
or profitable thing to do to mark them “adjusted” or “unadjusted. 

Mr. Stnxuer. Exactly, sir. 

The Cuarrman. Senator Symington, I beg your pardon, but I 
wanted to complete that line of questioning. 

Senator Symrneton. That is perfectly all right, Mr. Chairman. 

What was the duty on the watch marked “unadjusted” that came 
into the United States? 

The Cuarrman. If it had been truly reflected as adjusted ? 

Senator Symineron. I was going to ask it in two ways: First, what 
was the duty, inasmuch as it was an unadjusted watch? 
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Mr. Sinker. The specific duties we would have to calculate on the 
basis of size. I do not know that offhand. 

Senator Symineron. Will you furnish that for the record? 

Mr. Singer. Yes, sir. I can state positively no duty was paid for 
adjustment. 

Senator Symineron. The point is, the more important question is, 
What would have been the duty if the watch had been marked prop- 
erly? In other words, if the watch, based on your testimony, had 
been marked adjusted, how much is the difference between what was 
paid and what would have been paid? What is that difference? That 
shows how much on that particular watch it cost the American tax- 
payer, if your testimony is correct, for the law to be broken. 

Mr. Srnxuer. You are absolutely right. 

Senator Ervin. Mr. Sinkler, the basic duty on watches, two watches 
just alike, would be the same, would it not? What I mean is, the basic 
duty would be the same, regardless of whether they were adjusted or 
unadjusted. 

Mr. Stnxter. The duty for size and the duty for jewel count; yes. 

Senator Ervin. So the duty, as far as the duty paid, would be de- 

endent upon whether the watch was rated as adjusted or unadjusted. 

Vhat would be that duty on those watches ? 

Mr. Stnkuer. Two adjustments for temperature is $1, a minimum of 
two for positions would be $1, and isochronism would be 50 cents, or 
$2.50. 

Senator Ervin. In other words, the watch that was marked “unad- 
justed” would have been admitted free of that particular addition to 
the basic duty, while the other one would have to pay the $2.50, mak- 
ing a Gifference of $2.50 ? 

Mr. Sinker. As it came in, it paid $3.25, and it should have paid— 
if the adjustment duty had been paid—$5.75. 

Senator Symrneron. That would be a $2.50 difference on the watch, 
on the loss on that one watch ? 

Mr. Suyxter. The loss on one watch, $2.50. 

Senator Symineton. How many watches do you think this has been 
goingon with? Have you any figures along those lines ? 

Mr. Srynguer. Yes, sir. We made an estimate on the basis of im- 
port statistics for the years 1931 through 1954, which is the time the 
act became effective. Of the 150 million watches, jeweled watches, 
during that time, approximately 125 million contained 7 or more 
jewels. We will assume that watches containing less than seven 
jewels are all unadjusted. Of these, 93 million were 15- and 17-jewel 
watches, getting into the higher quality bracket. Less than 1 percent, 
actually 0.49 percent, of the 15- and 17-jewel watches were marked 
as “jeweled” and paid any adjustment duties. 

Senator Symrneton. That is less than one-half of 1 percent. 

Mr. Sryarer. Less than one-half of 1 percent, yes, sir. It is esti- 
mated that 92 million watches containing at least 5 adjustments have 
been imported into the United States during those years. At $1 per 
adjustment for those imported from 1931 until 1936, because that was 
the rate then, and 50 cents since then, because the rate was cut in 
half by the trade agreement, the total duty on hese movemens would 
have been $238 million. That isthe best we can do. 
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Senator Symineron. Are you prepared to say for the record under 
oath that in your opinion, based on the law as you interpret it, that asa 
result of this situation, the American taxpayer has lost $238 million, 
roughly ? 

Mr. Sryxter. I would, sir, very definitely. 

Senator Symrneton. Whois Eberhard & Co. ? 

Mr. Stnxter. Eberhard & Co. is one of the assembly factories in 
Switzerland, of which there are a number. 

Senator Symrneton. This is a pretty poorly developed photostat. 
Do you know who signed the letter ? 

Mr. Sryxter. That is Eberhard himself, I believe, sir. 

Senator Symrncron. Is this a reputable company ? 

Mr. Stvxuer. Yes, sir. I would say it is one of the better ones. 

Senator Symrneton. I see it says it has been in business since 1887, 
so it must have made some watches. When he says, “When required,” 
is there any other deduction from that, in your opinion, except that he 
can get around the tax laws of the United States if it is considered ad- 
visable by either him or the customer ? 

Mr. Stnxuer. That is the only reason I know of, of including that in 
the letter. If the customer does not want to pay the duty, he will 
mark them “unadjusted.” 

Senator Symineron. Did you ever make an effort to get any of your 
watches in on that basis? Have you ever gotten any watches from 
abroad ? 

Mr. Stvxter. Yes, sir; we have purchased a lot. 

Senator Symineron. Did you ever suggest that the adjusted watches 
be sent to you as unadjusted watches? 

Mr. Stnxter. Unfortunately, sir, it works the other way around. 
The watches we are buying are marked “unadjusted” because we could 
not buy them adjusted when we tried to. I would like to explain that. 

In 1950 our company decided we should import an automatic move- 
ment with our name on it, because we could not make them in competi- 
tion in this country. We selected the movement we felt was the best 
one then available in Switzerland, and we specified that it should be 
marked “adjusted” for temperature and poset: Word came back 
to us through our representative that Dr. Schild, the manufacturer of 
that particular watch, said that he was sorry—I must point out that he 
first agreed, yes, but finally he said no—that he was sorry, that he was 
exporting the same watch to the United States marked “unadjusted,” 
that the Treasury Department was looking into the adjustment ques- 
tion, which is true, in the summer of 1950, and that he felt he could 
not have the same watch coming in marked both ways. If we wanted 
it, we should have to accept it marked “unadjusted,” which we did. 

Senator Symineron. Do you believe he said it because of those facts 
or he was afraid of what would happen if you were producing watches 
in competition against him and he gave you evidence of the fact that 
there was some collusion here ? 

Mr. Stnxter. I believe from what our representative has told us 
about the situation that Dr. Schild felt that it would provide evidence 
to indicate that the watches were, in fact, adjusted, and therefore he 
wished not to place that evidence in our hands. Others have not been 
so careful, as we pointed out with these watches we have shown you. 

Senator Symrneron. Did he tell you who the other people were ? 
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Mr. Sunxuer. The watch that is being imported is being imported 
under the name Eterna. 

Senator SymineTron. He said he was sending some in adjusted and 
he could not send it to you unadjusted. 

Mr. Stnxuer. The other way around, sir. 

Senator Symineron. The other way around; yes. Did he tell you 
who those people were? 

Mr. Sinxter. He sells them himself in the United States under the 
name Eterna. They are readily available. 

Senator Symineron. His own sales force? 

Mr. Stnxuer. His own sales force; yes, sir. 

Senator Symrneton. A letter like this—who is this written to? 

Mr. Sinker. This is written to the U.S. Time Corp. 

Senator Symineron. What is that company ¢ 

Mr. Srnxter. It is an American corporation who traditionally has 
been a manufacturer of clocks and pin lever type movements, but more 
recently started importing jeweled lever escapements, watches with 
jeweled lever escapements. 

Senator Symineton. These people are importers, is that it? 

Mr. Stnxter. The U. 8S. Time Corp. is a domestic manufacturer 
who wished to import Swiss movements. 

Senator Symineton. And he would put those in his own watches? 

Mr. Stnxuer. He would sell them under his own name, yes, sir. 

Senator Symineton. He has never imported any when this letter 
was written, is that right ¢ 

Mr. Stnxter. I believe this was just getting started in the import- 
ing business. 

Senator Symineton. Did they do business together, after this letter, 
to your knowledge ? 

Mr. Sinker. I cannot testify whether they have actually bought 
from Eberhard, no, sir. We could determine that for you. 

Senator Symineton. So you would not know whether “When re- 
quired” was interpreted practically in the form of business? 

Mr. Sinker. No, sir, 1 do not know that. 

Senator Syminoron. Those are all the questions I have, Mr. Chair- 
man. 

The Cuatrman. All right, Mr. Counsel. 

Mr. Kennepy. We have discussed these watches going into Canada 
and into this country marked differently. Do you have any evidence 
from Switzerland itself as to what their interpretation of the word 
“adjustment” is? For instance as I understand it, there are a number 
of schools of horology in Switzerland. Do you have anything as evi- 
dence as to what they teach in that school, or articles written by any 
of the professors regarding the question of adjustment ? 

Mr. Stnxter. We have brought with us a few samples of just ex- 
actly what you are referring to. I have here an article that was writ- 
ten by Pierre Beguin, professor of the Lehocle School of Horology, in 
Switzerland. It appeared in a magazine printed in Switzerland 
known as Swiss Industry and Trade, October 1950. It is interesting, 
both from the point of view of the text and the illustrations. For 
example, on page 3, there is an illustration of a girl poising a balance 
wheel, and the captain says: 


The adjuster at work, poising the balance wheel. In the foreground can be seen 
the adjusting machine and the figure-of-8 calipers. 
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I would like to point out that that is exactly the same method that 
is used for the poising of balance wheels. There is another illustra- 
tion mney the timing machines, which is captioned “Modern ad- 
justing machines.” The text, in part, says: 

In particularly well finished watches of a certain size, the last coil is raised 
and brought back toward the center in an over coil so as to enable the hair- 
spring to develop concentrically. This characterizes Brequet regulation which 
only particularly skilled adjusters are able to carry out properly. 

There is the reference to the term adjuster, applying to a man doin 
a certain part of the operation. That is performed on every ‘atch 
that uses an overcoil to adjust for isochronism. 

The CHatrman. Let us make that exhibit 5 to the testimony, the 
document you are testifying from. 

(Exhibit No. 5 may be found in the files of the subcommitte.) 

The Cuarrman. I wish to ask you one question at that point. Are 
these adjustments that are referred to in that document, that letter, are 
they adjustments that are made on every watch as it goes through the 
process of the assembly ¢ 

Mr. Stnxuer. The work has to be done on every watch that is sched- 
uled to be rated as an adjusted watch. 

The Cuarrman. I am trying to determine if a watch is actually not 
an adjusted watch, does that process enter into the assembling of it? 

Mr. Stn«ter. If this work is not done, the watch is not adjusted. 
Does that answer your question? If the work is done, it is adjusted. 

The Crarrman. In other words, there are watches that they do put 
out, unadjusted watches, where that work is not done. Do you know 
that? Is it your contention that all of their watches are actually 
adjusted ? 

Mr. Sinxter. Sir, all watches of 15 and 17 jewels, to the best of my 
knowledge, are adjusted. The factories in which they produce less 
than seven-jewel watches or pin-lever watches I have never been in 
and I cannot testify about. I doubt very much whether the majority 
of them are adjusted or not. All of our references here are to watches 
containing more than seven jewels, which is in the category that I 
know something about, and which is really the type that the statute 
was designed to place a duty on. 

The Cuamrman. That document there, does it have reference only 
to the 17-jewel watches or does it apply to all watches? 

Mr. Sryxter. This refers to work rather than the type of watch. I 
don’t think we can classify it as anything more than a general descrip- 
tion of adjusting watches that are scheduled for adjustment. 

The Crarrman. In other words, if they do put out an adjusted 
watch, that process is followed ? 

Mr. Sinker. That is exactly right. 

The Cuarrman. There they might use that same process, and, when 
the watch is assembled and ready for market, it would be an adjusted 
watch if that process is followed ? 

Mr. Stnxier. Precisely, sir. 

The Cuarrman. Yet to get the benefit of tariff rates and charges, 
if they mark the watch unadjusted, then they are not correctly identify- 
ing a watch with respect to its quality ? 

Mr. Sryxer. That is the point exactly. It is not correctly marked, 
and we submit, sir, that by examination you can tell whether the work 
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has been done or not, and if the duty should have been collected you 
can tell whether it has been adjusted. 

The Cuarrman. You being a watch expert, you can pick up a watch 
that has gone through that process and you know whether it has been 
adjusted, by examining it you can definitely tell whether it has that 
character of adjustment ? 

Mr. Srnxuer. Certainly, it can readily be seen. Furthermore, I 
can see no reason why they could not. ask for an affidavit, by asking 
has this watch been poised with a balance wheel. If it has, it is an 
adjusted watch. 

The Cuarrman. All right, Mr. Kennedy, proceed. 

Mr. Kennepy. In that article, there is discussed the various kinds 
of adjustments, is that correct? 

Mr. Srnxter. Yes. 

Mr. Kennepy. Have we made that an exhibit? 

The CHarrman. It is exhibit 5. 

Mr. Kennepy. Did you discuss this morning the Tavannes Watch 
Co. ? 

Mr. Srnxuer. Yes, I did. 

Mr. Kennepy. Have you got. any evidence from England, for in- 
stance, of any advertisements that came out of that country regarding 
the question of whether the watch was adjusted or unadjusted ? 

Mr. Srnxier. There is a magazine printed in England known as 
Watchmaker, Jeweler, and Silversmith. We looked through some of 
the issues of 1954, and have copied out of it a few advertisements 
showing watches clearly marked in the advertisement “adjusted” 
which are sold in the United States marked “unadjusted.” Two of 
these are the Gerard Perregaux wateh, which is readily available in 
the United States, the third is Medana marked “adjusted,” and Roamer 
is the other one. Gerard Perregaux which illustrates these adjusted 
in England and sells the same one in the United States marked “un- 
adjusted,” we did not take a trip to England to get samples, but I have 
two Gerard Perregaux movements which I would like to introduce. 

The CHarmman. Let us have these documents made exhibits first. 
Identify them as you hand them to the clerk and we will mark them 
“exhibits 6, 7 and 8.” 

Mr. Suvxier. Exhibit 6 and 7 are advertisements for Gerard Per- 
regaux watches, Exhibit 8 is an advertisement showing Medana and 
Roamer. 

(Exhibit Nos. 6, 7, and 8 may be found in the files of the subcom- 
mittee. ) 

The Cuarrman. Each of those advertise the watches as adjusted ? 

Mr. Stnxter. Yes, sir. That is, in England: 

Mr. Kennepy. But those same watches are sold in this country 
marked “unadjusted,” is that right? 

Mr. Stnxier. That.is right. We can identify the movement by the 
illustration. As I say, we do not have the actual watches. I do have 
two Gerard Perregaux, however, one marked “adjusted” and one 
marked “unadjusted.” The unadjusted movement was purchased in 
Elgin, Ill., in May 1955, and is identical with a movement. marked 
“adjusted” that was purchased in Switzerland in 1954, to illustrate the 
fact that when they sell in another country they are in fact marked 
as the advertisement shows. 

Senator Symrneton. Let me ask a question. 
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The Cuarrman. Those two watches will be made exhibit 9. 

Senator Symrneton. Based on this letter from this corporation, 
Eberhard, signed by Eberhard himself, this is collusion, in your 
opinion, is it not, in order to avoid taxes? 

Mr. Srnxer. It just has to be. 

Senator Symrneron. Who in the Treasury Department has been 
operating on this picture? 

Mr. Srnxter. I don’t understand that question, sir. 

Senator Symineron. Do you know who it is that makes the rulings 
on this? Have you discussed it with the Treasury Department? 

Mr. Stnxuer. I beg your pardon. Yes, we have discussed this on 
many occasions. 

Senator Symincton. When did you first discuss it with them ? 

Mr. Suyxier. We brought it to their attention fully in 1950. That 
is the first time I was in it—1947 was the first time. 

Senator Symineton. That is the first time, so far as you know, that 
your company ever brought it up? 

Mr. Sinker. 1947, yes. I personally got into the thing in 1950. 

Senator Symrneron. Then for 17 years you operated on the basis 
of this unfair advantage against you or fair advantage against you, 
depending on how you look at it, and you did not do anything about 
it; is that right ? 

Mr. Srnxer. Sir, it was not a question of not looking at it. A great 
many of those years, you must remember, were occupied in the war, 
where we were completely out of domestic production. 

Senator Symrneron. Only three between 1930 and 1947, if you want 
to consider it that way, or maybe 5 years. 

Mr. Sinker. That is true. From 1930 to 1936, so far as the non- 
collection of the duty was concerned, domestic production was in- 
creasing as we came out of the depression. It was not then an item. 
In 1936, when the trade agreement was signed and the duties were 
reduced, it was still a period of pretty good business. Then we got 
into the war and, coming out of the war, refilling the pipelines indi- 
cated that perhaps we were not in bad shape. It was not until 1947-48 
that we realized what had happened to us. 

Senator Symineron. When did you bring these facts that you are 
now bringing out here to the attention of the Treasury first, about 
going into Canada ? 

Mr. Sinker. These specific ones, sir, I am not sure when each of 
them was pointed out. I can refer specifically to questions that were 
asked me personally in 1950 by the customs examiner in New York. 

Senator Symrneron. How did you get to see him ? 

Mr. Srnxuer. We had asked the Treasury to look into the matter, 
alleging that these duties should have been collected, and they made an 
investigation at that time. 

Senator Symineron. How did you get to see him ¢ 

Mr. Suvxer. I was asked to appear. 

Senator Symineron. Did you call on him? 

Mr. Stnxier. No, sir; he called on us as technical witnesses. 

Senator Symineron. He did, in New York? 

Mr. Styxter. [I é¢an find out specifically who did. 

(The witness conferred with his counsel. ) 

Mr. Stnxter. The customs agents in New York City. 
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Senator Symineton. Here you are the president of a watch com- 
pany, and you go to the Treasury, and you end up with some customs 
agents in New York City. That is a funny chain of command. The 
customs agents, who did they report to? 

Mr. Srnxuer. I might point out I was not president at that time. 

Senator SymineTron. What was your position at that time ? 

Mr. Srnxxer. I was then director of our quality division and 
inspection. 

Senator SymineTon. Where was your residence? 

Mr. Stnxuer. Lancaster, Pa. 

Senator Symineton. You were asked to go to New York? 

Mr. Sinker. Yes. 

Senator Symineton. By whom? 

Mr. Stnxuer. The customs agent in New York. 

Senator Symineton. Did he call you up or write you a letter? 

Mr. Stnxter. Actually, he did it through Barnes, Richardson & 
Colburn, our customs counsel in New York. 

Senator Syminetron. Did he call or write a letter ? 

Mr. Stnxter. He telephoned. 

Senator Symineton. What did he ask them? 

Mr. Stnxuer. He asked them, if I understand it correctly—the man 
who actually talked to them is in the room—he asked them if they 
could provide for him technical witnesses on the subject of adjust- 
ments. The technical witnesses who appeared and testified under 
oath were myself for Hamilton, and Dr. Challacombe, director of 
research for the Elgin Co. 

Senator Symrnetron. Did you have a hearing? 

Mr. Stnxier. It was a hearing with the examiner and us as indi- 
viduals. 

Senator Symrneton. What did he do, swear you? 

Mr. Srnxuer. Yes, sir; we were under oath. 

Senator Symrneton. What was his title? 

Mr. Styxier. Customs Agent. 

Senator Symineton. A customs agent? 

Mr. Sryxuier. A customs agent. The man in charge was A. A. 
Christedis, and he is referred to in their own report of the testimony 
as customs agent. 

Senator Symrneton. In whose report? 

Mr. Stnxuer. The transcript of the testimony that was taken in 
the office of the supervising customs agent, 20 Varick Street, New 
York 14, N. Y. 

Senator Symineton. Did you ever meet the supervising agent? 

Mr. Stnxter. No, sir. 

Senator Symineton. Did he ever ask to talk to you? 

Mr. Stnxuer. No, sir. 

Senator Symrneton. Presumably, was he the authority above the 
man who you talked to? 

Mr. Stnxter. I would presume so; yes, sir. 

Senator Symineron. Who does he report to in the Treasury, do 
you know? 

_ (The witness conferred with his counsel.) 

Mr. Stnx.er. Deputy commissioner in charge of the agency service. 
This is getting complicated. 
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Senator Symincron. It is not complicated to me yet. The deputy 
commissioner in charge of what? 

Mr. Sinxuer. In charge of agency service. 

Senator SyMINGTON. Where is his headquarters? 

Mr. Sinker. Washington. 

Senator Symineron. Who does he report to? 

(The witness conferred with his counsel.) 

Mr. Stnxuer. He reports to the Commissioner of Customs. 

Senator Symineton. Who does the Commissioner of Customs report 


(The witness conferred with his counsel.) 

Mr. Suvkuer. He reports to the Assistant Secretary of the Treasury. 

Senator Symrneron. Which one? What is the title? 

Mr. Sinker. The Assistant Secretary of the Treasury in Charge of 
Customs. 

Senator Symrneron. Is that his official title? 

(The witness conferred with his counsel.) 

Mr. Stnxuer. He has Customs, Secret Service, and Narcotics. 

Senator Symineton. Customs, Secret Service, and Narcotics? 

Mr. Srncuer. Yes. 

Senator Symineton. Where did you first protest this? 

(The witness conferred with his counsel.) 

Tr Sinker. The protesst went to the collector of customs in New 
ork. 

Senator Symrneron. Why did it go to New York? Do all of these 
watches come through New York? 

Mr. StnxuEr. Most of them do come through the port of New York; 
yes, sir. 

Senator Symuneron. What percentage would you guess? 

Mr. Stnxuer. Eighty to 85 percent. 

Senator Symrneton. Where do the others go, roughly? 

Mr. Stnxuer. Some go to the port of Cincinnati, I know, San Fran- 
cisco, Boston, New Orleans. 

Senator Symineton. Did you ever protest to the Treasury Depart- 
ment in Washington ? 

Mr. Srvxter. In 1950. 

Senator Symineton. We were talking about 1950, so you protested 
in both places in the same year? 

(The witness conferred with his counsel.) 

Mr. Snuvxter. Sir, may I suggest the possibility of Mr. Donnelly 
testifying to this, who was active in it? I was not in a position to be 
able to testify for it. 

The Cuarrman. All right. 

Will you be sworn? 

You do solemnly swear that the evidence you shall give before this 
Senate Investigating Subcommittee shall be the truth, the whole truth 
and nothing but the truth, so help you God? 

Mr. Donne tty. I do. 


TESTIMONY OF JAMES F. DONNELLY 


The Cuarrman. State your name for the record ? 

Mr. Donnetiy. My name is James F. Donnelly. I am an attorney 
at law associated with the law firm of Barnes, Richardson & Colburn, 
of 25 Broadway, New York. 
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The CuarrMan. In that capacity, have you represented this Hamil- 
ton Watch Co. ? 

Mr. Donnetuy. Yes, sir. The firm has represented the domestic 
watch industry in customs and tariff matters for many years, going 
back before the act of 1930. 

The Cuarrman. How long have you been with the firm ? 

Mr. Donnetxy. I have been with the firm since March 1947. 

The Cuarman. And during that time, or subsequent to that time, 
have you handled this matter of tariff on watches with the Treasury 
Department ¢ 

Mr. Donneiy. Yes, sir. 

The CHarrman. You may proceed. 

Senator Symineron. Let us get the years straight. When did you 
vo to the customs people in New York? 

Mr. Donnetuy. March 1948, 

Senator SymrneTon. It is obvious, whatever your complaint was, 
it was not honored, is that right ¢ 

Mr. Donnewiy. May I explain to you the procedure followed in cus- 
toms matters? The question of watch adjustments is a classification 
question. That is, how shall something be classified under the statute. 
By statute, a collector of customs is the classifying officer. Since 
most of the watches came in at the port of New York, we filed a com- 
plaint with the collector of customs at the port of New York in March. 

Senator Symrneron. What year / 

Mr. Donnetxy. 1948. We did not get a decision from him until 
December 1949, at which time—— 

Senator Symineron. What was the nature of your complaint ? 

Mr. Donnexiy. The nature of our complaint was this, that based 
upon customs precedence, judicial precedence, involving matters other 
than watches, but involving the same customs principles, based wpon 
the legislative history of the paragraphs, based upon the understand- 
ing of the industry in the United States as to what adjustments were, 
a ruling which had been made by the Bureau of Customs in 1940 was, 
in our opinion, as counsel, manifestly incorrect, and not in accord with 
the meaning or intent of the statute. 

Senator Symineron. Very briefly, what wasthatruling? What did 
it say, the ruling of 1940? 

Mr. Donnetiy. The ruling in 1940 said that watch movements, 
if they are not manipulated after assembly, may be properly marked 
unadjusted. 

Senator Symrneron. Watch movements, if they are not manipulated 
after ordinary assembly 

Mr. DonneLty. May be marked unadjusted. 

Senator Symineron. That, of course, is the point we were getting 
into this morning. 

Mr. Donnetiy. Yes, sir. 

Senator Symineron. You protested that in 1948, after the war was 
over, and so forth? 

Mr. Donnetiy. Correct. 

Senator Symrneron. And it took them 21 months to give you a de- 
cision, is that right? 

Mr. Donnetiy. Approximately. I can check my files. 

Senator Symineron. That is all right. Why did it take them so 


long? 
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Mr. Donnetty. I do not know. 

Senator Symineron. When they gave you the decision, did they 
give it to you in writing? 

Mr. Donne.ty. Yes, sir. 

Senator Symineron. In detail? 

Mr. Donnetty. No, sir. 

Senator Symineron. What kind of a decision was it? 

Mr. Donnetty. It was a decision signed by the deputy collector of 
customs, two deputy collectors of customs, in which they referred 
simply to the 1940 ruling of the Bureau of Customs, and said based 
on that ruling they would not agree with our contentions. 

The CHamman. May the Chair inquire if you have a copy of the 
ruling to which you have been testifying ? 

Mr. Donnetty. Do you mean the collectors ruling ? 

The CHarrman. Yes. 

Mr. Donnetxy. Or the Bureau’s ruling? 

The Carman. I am talking about the collectors ruling, one in 
which they held that watch movements and other mechanisms, devices 
and instruments provided in paragraph 367 (a) are properly marked 
unadjusted under paragraph 367 (b), if they have not been specifically 
manipulated. Otherwise—and so forth. Do you havea copy of that?! 

Mr. Donnetty. Yes, sir. 

The Cnatrman. That will be made exhibit 10. 

(Exhibit No. 10 will be found in the Appendix on page 191.) 

Mr. Kennepy. This is different from what you have been referring 
to earlier. This is 1940. 

Mr. Donne ty. The 1940 ruling is reported in printed volumes of 
the Treasury Decisions. In 1949, the Collector wrote us a letter—— 

The Cuairman. What I want is the one you protested. You pro- 
tested this classification ruling of 1940. You protested it in 1948. 

Mr. Donnetty. Yes, sir. 

ney CuairmaNn. I want to get that ruling in there that you pro- 
tested. 

Mr. Donnetiy. You want the 1940 ruling. 

The Cuamman. That is right, as exhibit 10, so we will know what 
you are talking about. 

Senator Symineron. The 1949 letter, referring back to the 1940 
decision, if I follow the testimony. 

Mr. Donnetxy. Yes, sir. 

The Cuatrman. I want to get this ruling in there, the classification 
that he protested. 

Mr. Donnetiy. May I explain for the record that the rulings of 
the Bureau of Customs are printed in volumes of decisions, printed 
volumes, and this is a copy of the ruling as contained in the official 
T .asury decisions. It bears T. D. No. 50277 (3). 

Senator Symrncron. Will you summarize that? 

The Cramman. I want that made exhibit 10 so we can get it 
officially. 

Senator Symrneron. Will you summarize that statement again 
that you say the decision was based on, that sentence that you referred 
to? 

Mr. Donnetty. The 1940 ruling is to the effect that watch move- 
ments are properly marked unadjusted if they have not been specially 
manipulated otherwise than by ordinary assembly. 
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Senator Symrneton. At the risk of repetition of what we were 
getting in this morning, and to be sure that the committee under- 
stands what you are talking about, what is your disagreement with 
that ruling? 

Mr. Donneiy. Our disagreement with that ruling is twofold. 
One: Adjustments are contained in watch movements which are not 
manipulated after they have been assembled, that adjustment. rep- 
resents a condition in a movement rather than a method of achieving 
that condition. The second fault we find with T. D. 50277 is this, 
that the Treasury Department has not enforced its own T. D. in that 
it has not determined whether imported watch movements were ma- 
nipulated after final assembly. 

(At this point, Senator Jackson entered the hearing room.) 

Senator SymineTon. In other words, what you say is that they 
simply took for granted what the manufacturer said, and if the 
manufacturer marked it unadjusted they accepted that without fur- 
ther investigation, so far as you know? 

Mr. Donne.ty. So far as I know, that is the situation. 

Senator Symineton. Going back to the first point of disagreement 
on your part, it would be possible to adjust the watch, to have it 
adjusted, before it was brought into this country, as I followed the 
testimony this morning, is that correct? 

Mr. Donnetty. That is correct. 

Senator Symineton. So this decision would seem completely theo- 
retical as against the practical production of watches, is that right? 

Mr. DonnetLy. I would say so. 

Senator Symrneron. That was in 1948. You protested again in 
1950, is that right? 

Mr. Donnetty. Yes, sir. May I correct my previous statement in 
the record? The collector of customs siselin our application on 
December 29, 1948. I think I inadvertently said 1949. 

Senator Symineron. That took them 9 months instead of 21, then, 
to make a decision ? 

Mr. Donnetxy. Yes. 

Senator Symineron. Did the collector of customs himself sign it? 

Mr. Donny. He signed the letter of transmittal, to which was 
attached a memorandum signed by two deputy collectors under his 
jurisdiction. 

The Cuatrman. Do you have a copy of it? 

Mr. Donnetuy. Yes, sir. 

bi CuairmMan. A copy of the letter of transmittal will be made an 
exhibit. 

Mr. Donnetiy. And there is an accompanying memorandum. 

The CHatrman. That and the accompanying memorandum of 
decision will be made exhibit 11. 

(Exhibit No. 11 will be found in the appendix on page 192.) 

Senator Symineton. That was 1948. What happened after that? 

Mr. Donnetty. Thereafter we discussed the matter with our clients, 
and we did some more investigation, we did some more checking of 
law, and then we filed an application with the Bureau of Customs in 
Washington, complaining that the collector’s decision was wrong. 

Senator Symrneron. What year was that? What month and what 
year was that? 

Mr. DonneExxy. It is early 1950. 
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Senator Symrneron. You fooled around with it for roughly a year, 
and then you filed another complaint ? 

Mr. Donny. That is right. 

Senator Symineron. Where was that filed ? 

Mr. Donnexiy. With the Bureau of Customs in Washington. 

Senator Symrneton. In what year? 

Mr. Donnrixy. Just a minute, sir. That was April 1949 we went 
to the Bureau of Customs in Washington. 
ear tt Symineton. And then when did you get a decision from 
them 

Mr. DonNetiy. We are still waiting for a decision. 

Senator Symineron. You have never heard from them yet? 

Mr. Donneuiy. Yes, we have heard many times. 

Senator Symrneron. What did they say ? 

Mr. Donnexty. Well, they have disagreed with us, orally. We 
have had many conferences with them, and with officials in the 
Treasury Department. To date, the Bureau of Customs has not 
furnished us with a written answer to our application of April 27, 
1949. 

Senator Syminoron. It has all been oral ? 

Mr. Donnetxy. No. In 1950, as Mr. Sinkler stated, the Bureau of 
Customs or perhaps the Treasury Department—I don’t know which— 
ordered the customs agency service, which is a branch of the Bureau 
of Customs, having agents located all over the country, to take testi- 
mony from representatives of the domestic industry and from im- 
»orters. Question and answer statements were taken from Mr. 
Sinkler and other people in the domestic industry, and from importers 
as well. 

Senator Symrneron. On this particular subject ? 

Mr. Donnenty. On this subject. 

Senator Symtneron. In 19504 

Mr. Donnetiy. Yes, sir. 

Senator Symineton. What has happened since then? 

Mr. DonneEtxy. Since then we have had several conferences with 
the Assistant Secretary of the Treasury. 

Senator Symrneton. What is his name? 

Mr. Donnetty. Well, John Graham, and following him, we have 
had conferences with John Weitzel, who is assistant to the present 
Assistant Secretary of the Treasury, H. Chapman Rose. We have 
also from time to time had conferences with people in the Bureau 
of Customs, in the classification division of that Bureau. The man 
who is the head of that is W. E. Higman, and his assistants. He has 
quite a few of them. 

Senator Symineron. Did you ever point out to the Treasury people 
here that the watches going into Canada were marked one way, from 
the same tools, dies oat fixtures, from the same plant? 

Mr. Donnetty. Yes, sir. 

Senator Symineron. And marked another way here? 

Mr. Donnetty. Yes, sir. 

Senator Symmeron. When was that? 

Mr. Donnetty. In 1950, and 1953, and I think as late as last year. 
We did not show them these exhibits, but we did tell them we had 
been informed of the practice. 
Senator Jackson. They knew where to get the information? 
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Mr. DonneEtLy. Yes, sir. 

Senator Symineton. Did you have the exhibits at that time? 

Mr. Donnetiy. No, sir. 

Senator Symrneron. How did you know that was being done at 
that time? 

Mr. Donnexty. Our clients informed us that that was the practice. 

Senator Symineron. How did they know it? 

Mr. Donnewiy. I really don’t know. But let me go one step fur- 
ther. To the best of my recollection, one or more people in the Bureau 
of Customs stated that they understood that was the fact also, 

Senator Symineron. I did not hear you. 

Mr. Donney. One or more people in the Bureau of Customs stated 
that they understood that that was the fact also. 

Senator Symineron. Will you refresh your memory and see if you 
can put into the record who told you that? That is pretty important. 

Mr. Donnexxiy. All right. 

Senator Symincron. What was the answer of the Treasury De- 
partment when you told them about these Canadian watches ? 

Mr. Donneiiy. No answer. 

Senator Symineron. What do you mean by “no answer”? Did 
they say “So what” ¢ 

Mr. Donnetiy. No; they didn’t treat it lightly. Let’s say it was 
received as part of a pi esentation without comment. 

Senator Seeman When was the Jast time up until this hearing 
that you talked with the Treasury Department ? 

Mr. DonnELLY. On this subject ? 

Senator Symrineron. Right. 

Mr. Donnewiy. The early part of this year we were advised that a 
representative of the Bureau of Customs and the examiner of customs 
at New York wished to go through the Hamilton watch factory. I 
think it was in February this year. At that time, it was decided that 
I should go down to the Hamilton watch factory and escort them 
around, 

Senator Symineton. Why did they want to go through? 

Mr. Donnetiy. They wished to see how watches were being as- 
sembled, how they were being tested, what standards were being 
established, and so forth. 

Senator Symineton. As I get this story, the final decision on this 
matter, to the best of your knowledge, was made by the working cus- 
toms agent on the job in New York; is that correct ? 

Mr. Donnetiy. Well, there has been no final decision. 

Senator Symrneron. Well, whatever paper was sent to you, the 
covering letter from—the decision was made by the fellow at the bot- 
tom of the organization, and he was just a customs agent; is that 
correct ¢. 

Mr. Donweuiy. He was the collector of customs at New York. 

Senator Symineron. No. Didn’t you say the decision was made 
by a customs agent and forwarded to you by the collector of customs 
with a covering letter? 

Mr. Donnetiy. No, sir. Well, there were two deputy collectors 
named David Lefkowitz and Irving Fishman. David Lefkowitz was 
then deputy collector of the faticetiog division in New York, and 


1 See Supplemental Data No. 1, appendix, p. 205. 
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the other one was in charge of the restricted merchandise section. 
They sent a memorandum to the collector of customs at New York. 

Senator Jackson. Might I ask a question there? 

Senator Symrneron. Yes, indeed. 

Senator Jackson. In your judgment, do you feel that the importers 
were violating the law at any time, based on the regulations issued by 
the Treasury Department pursuant to the 1930 act? I think that is 
the guts of this thing. Let me put it another way. Is the failure to 
collect the tariff due to the laxity of the Treasury Department, or is 
it due to the fact that these people, that is the importers, were violat- 
ing the law? In that case, of course, both parties are responsible. Or 
were the importers technically complying with the regulation that 
was then in existence? 

I am trying to get at the heart of this thing. In other words, did 
these regulations actually cover the obvious intent of Congress in 
1930, or were they drafted in such a way that it was possible for the 
importers to technically comply and thereby avoid paying the tariff? 
lam talking about the adjusted watches. 

Mr. Srv«ter. Sir, as far as the executives of our company, when the 
decision was made, it was that as long as the ruling existed as it did, 
we were complying with the letter of the existing regulation, if not 
the spirit of it. 

Senator Jackson. Do you mean on your imports? 

Mr. Sryxuer. Yes, sir. We told the Treasury Department when we 
imported 

Senator Jackson. That is what I am trying to get at. I want to 
find out first, Mr. Chairman—— 

Senator Symineton. Would you let me finish my question first? 

Senator Jackson. All right. 

Senator Symrneoron. Mr. Donnelly, you have been around New 
York for quite a while; is that correct ? 

Mr. DonneLty. Yes, sir. 

Senator Symincron. You have been in this watch situation for 
some time? 

Mr. Donne.ty. Yes, sir. 

Senator Symincron. You are under oath now, testifying before 
this committee. In your opinion, was there anything that made you 
feel that there was any solenien with respect to the importers who 
were not building watches and these people who were making these 
decisions ? 

Mr. DonneLLy. I have no knowledge of that, no, sir. 

Senator Symrneton. It never crossed your mind? 

Mr. Donne ty. I have often wondered at the delay, let us say, in 
obtaining a ruling. I felt that our application of March 1948 was a 
strong one. I felt that our application to the Bureau of April 27 
1949, was equally strong, and answered the collector’s ruling of 
December 1948, exhibit 11. 

Senator Symmneron. Of course, what worries me a little bit is if 
you know the law and if in any way you are right, these decisions 
actually resulted in losses of millions and millions of dollars to the 
American taxpayer and the American Government based on decisions 
made by the Treasury Department; is that not true? 

Mr. Donnetiy. That is right. 





UOTE. a alla. 


i Sal TS 5 a illite 


Sc, Aa RAE ACIA Sen B85 


AR AMATI 


aM SEL oe 


anges 


ese tes. 


SWISS WATCHES—ADJUSTMENTS 35 


Senator Symineton. If there was any question, you would think 
they would be the other way, would you not, so that they would col- 
lect more instead of less. The theory of customs collection is col- 
lection. 

Mr. DonneLiy. So I have understood; when in doubt take the 
higher rate. 

Senator Symineton. I have no further questions. 

Senator Ervin. On the other hand, whenever a ruling is made, there 
is almost irresistible human tendency to stand up for ‘the ruling. 

Mr. Donnetiy. That is true, sir. 

Senator Ervin. About the only kind of conflicts my clients had with 
the revenue laws were the blockades. So I am not posted on these 
customs laws. I was wondering if there is any way that you know 
of, as a lawyer, by which you can obtain a ruling from either the Court 
of Customs Appeals or any other Federal court as to the inter preta- 
tion of this, the meaning of the word adjustment as employed in the 
Tariff Act. 

Mr. Donnetty. From 1936 down through 1951, there was no way 
by which a domestic manufacturer could get into our customs courts 
to complain of this practice or of this ruling, because the Congress, 
in renewing the Reciprocal Trade Agreements Act stated that the 
manufacturers’ protest remedy was suspended as to any item included 
in the trade agreement. The adjustment duties were reduced in the 
1936 trade agreement and, therefore, there was a complete bar to going 
to court; that is, for a domestic manufacturer to go to court. 

That right was restored in 1951, and the matter was then quite active 
in the Treasury Department. 

Secondly, that remedy, if you might call it such by way of manu- 
facturers’ protest, is one which has seldom survived motions to dismiss 
for various jurisdictional or technical defects in the pleadings. There 
have been very few instances where the courts have decided the mat- 
ters on the merits. 

Number two, in a manufacturers’ protest proceeding if it had been 
available, the burden would be on the complaining manufacturer, and 
the Government—that is, the Treasury Department or the United 
States in its national capacity—would be defending the importer’s 
position in such a proceeding. It would be, let’s say, the Hamilton 
Watch Co., really, versus the United States in such a case. 

The proceeding is fraught with difficulties and few of them survive. 
We pointed that out to the Treasury Department and pointed out that 
on the other hand if it were to make a ruling holding that these 
watches were adjusted, an importer on the very first shipment, on the 
day after the ruling became effective, could pay his duties and file a 
protest and quickly get into the United States Customs Court to 
determine whether or not the Treasury position was correct. 

Senator Ervin. As a general rule, on all tax matters, revenues, and 
customs, the only way that anybody can raise the question is by paying 
a duty and suing for a return ? 

Mr. DonNELLY. Yes, sir. 

Senator Ervin. Consequently, the man who is not paying the duty, 
but who objecting to the duty being paid by someone else being lower 
than the law contemplates, he has no way to raise the question. 
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Senator Jackson. There is no problem in getting into that situa- 
tion. A domestic watch producer could simply bring in some watches 
from Switzerland and get into court. 

Senator Ervin. He would have to claim that the duty was higher 
than what they were trying to charge them. 

Mr. Donnetiy. You cannot sue for something—— 

Senator Jackson. What if he says this is an adjusted watch? 

Mr. Sinker. We would pay the duty. 

Senator Ervin. You would os estopped, then, to a claim that it was 
mnaneete He would come in voluntarily and say, “I owe the highest 

uty. 

Senator Jackson. Would you answer the question that I put to you 
before, which I think gets to the crux of this? This is such a technical 
thing that you can go on forever. 

No. 1, Was there a violation, in your judgment, on the part of the 
importers based on the regulations under which they were bringing 
their watches in? 

That is what I would like to find out, Mr. Chairman. 

The Cuairman. All right, Mr. Donnelly, will you answer that? 
Was there a violation of the rule, the law, and the regulations by the 
importers in the way in which they brought their watches in? 

enator Ervin. I believe I can divide your question and he can 
answer it a little easier. 

Mr. Donnelly, you contend that the regulation was a misinterpreta- 
tion and in that sense a violation of the statute? 

Mr. Donnetiy. That is right. 

Senator Ervin. I believe you will concede, however, that the regu- 
lation justified, or at least sanctioned, the course being taken by the 
importers. 

enator Jackson. I was going to get to that one next. 

The Cuarrman. Let us get started again here. 

Senator Jackson, you ask your question the way you want it, and 
we will get an answer and go down to all of them. 

Senator Jackson. After all, the importer is bringing his goods in 
pursuant to a statute in a regulation. Even if the regulation is in 
violation of the statute, you cannot say that the importer is in the 
wrong if he has complied with the regulation, could you? 

Mr. Donngty. No, sir. 

Senator Jackson. I would hate to be the District Attorney prosecut- 
ing the importer in that case. 

Mr. Donne.iy. Let me try to answer your question this way, Sena- 
tor: If imported watch movements have been manipulated after 
assembly has been completed, and that apparently is the fact of the 
experience of our clients both domestically in producing their own 
watches here as well as from their observations in Switzerland—even 
today some watch movements are manipulated after final assembly 
is completed, those which do not pass the tests of the manufacturer 
when die come off the line. 

There has been no attempt made, appanenyys to determine which 
particular movements have been manipulated after final assembly 
under the 1940 ruling. 

Senator Jackson. So what you are saying is that in your judgment, 
the Treasury Department has not properly enforced the Tariff Act 
under the regulations under which they are operating ? 
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Mr. Donnetiy. That is right, sir. 

Senator Jackson. Do you have evidence of that ¢ 

Mr. Donnetity. Well, we went and told them about the fact that 
Hamilton Watch Co., intended to import an automatic, and it consid- 
ered it adjusted, but that the Swiss manufacturer would not export 
them to the United States marked “adjusted.” We said to them that 
we will have to bring it in unadjusted, but under the 1940 ruling, if 
they weren’t adainatenel we would take advantage of that ruling, 
and we did. 

Senator Jackson. What did they do about it ? 

Mr. Donnetxy. Nothing. 

Senator Jackson. You see, I am trying to find out first of all 
whether the Treasury Department is guilty of misfeasance, nonfeas- 
ance, or the officials are, in failing to carry out the act, or whether the 
companies are in violation, or both. By companies, I mean the 
importers. 

Mr. Donneny. Senator Jackson, subsection J of the statute, para- 
graph 367 (j), says substantially this: No watch movement shall be 
permitted entry into the United States unless it is marked in accord- 
ance with the provisions of this statute. 

This statute says if it has adjustments in it, the number and classes 
of adjustments must be marked. And if it is unadjusted, the word 
“unadjusted” must appear. That is a condition, a fact that must be 
determined, and customs under subsection (j) has a duty and an obliga- 
tion to determine the fact: Is the watch correctly marked “adjusted,” 
or is it correctly marked “unadjusted” ? 

We say that the Treasury Department has not complied with the 
provisions of the statute. 

Senator Jackson. You are saying the Treasury Department has 
failed in promulgating their regulations and enforcing not only the 
regulations but the mandatory provisions of the statute. That is what 
you are referring to. 

Mr. Donneiy. That is right. 

Senator Jackson. They have failed to properly enforce it through 
appropriate inspection. Isthat not what you are saying? 

Mr. Donnetty. Yes, sir. 

Senator Jackson. In other words, you cannot answer the question as 
to importers, because you do not know. 

Mr. DonnEeLLy. We do not know what goes on in importers’ minds. 

Senator Jackson. No, I mean you do not know—well, you think they 
pa would have found a violation, but the point is to your best 

nowledge the Treasury Department has failed to do the inspection 
work that would make such information possible, is that it? 

Mr. Donnetiy. Or the Treasury—— 

Senator Jackson. Is that correct ¢ 

Mr. Donneuty. As far as you go, that is correct, Senator. But we 
also have pointed out to the Treasury Department that an easy and 
feasible means of enforcing the statute is to require the manufacturer to 
furnish an affidavit. “Do you poise the balance? Do you use a com- 
pensating hairspring? Do you put an overcoil on the hairspring?” 
Let him swear to it, let the importer swear to it, and on the basis. of 
that, let Treasury——— 

Senator Jackson. What does he certify to now ? 
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Mr. Donnetiy. He signs a consular invoice, that is, the foreign 
manufacturer, in which he says “All the statements on the invoice are 
true and correct.” On the face of the invoice, there is usually a legend 
“This watch is timed but unadjusted.” 

Senator Jackson. We have a special statute that is outside of per- 
jury, where even though you do not sign it under oath, if you sign a 
statement— What is that statute ¢ 

Mr. Kennepy. 1001. 

Senator Jackson. Would there not be a violation of that provision 
of the statute if there is anything that is not true even though it is not 
under oath ? 

Mr. Donnexty. Senator, there are provisions of the tariff act itself 
which provide for penalties of false statements. 

Senator Jackson. That is what I was trying to think of. 

Mr. Donnetiy. That is section 592 of the tariff law, or 19 U.S.C. A. 
1592. 

Senator Jackson. Is there a violation, in your judgment, under 
those statutes ? 

Mr. Donnetiy. I do not know whether there has been a violation 
or not, for the reason that they may properly be marking their in- 
voices unadjusted under the Bureau ruling of 1940. 

Senator Jackson. That is what I get back to. The trouble is you 
have a statute of 1930, and pursuant to that statute they have pro- 
mulgated regulations from time to time. Then there have been in- 
terpretations of the regulations that have been promulgated; right? 

Mr. Donnetty. Yes, sir. 

Senator Jackson. What I am trying to get to here whether the 
problem stems from an improper promulgation of rules that obviously 
are unenforcible, because maybe it requires the determination of 
somebody’s mind and a lot of other things which cannot be enforced 
from a practical point of view, or whether the difficulty stems not 
from the regulation as such but from the fact that the Treasury De- 
partment is simply not enforcing good regulations. I have a feeling, 
you see, in this that this is one of those “McGoozles,” shall we say, 
where you cannot write a regulation that somebody cannot get around 
unless maybe the provision that you mentioned where they are re- 
quired to certify to certain things. 

Senator Symineron. I do not agree with that based on the testi- 
mony this morning. 

Senator Jackson. I think in the last analysis if you put a label on 
the watch of what they are selling, you may have the answer. 

Mr. Donnetiy. Well, our briefs, memoranda, and the testimony, 
indicates that there is physical evidence contained in the watch move- 
ment, observable to the eye, which determines that adustments have 
been built into that watch movement. 

Senator Jackson. Can we get the specific cases where there is a 
violation of existing regulations, and where it is obvious on its face 
that the Treasury Department failed and neglected to implement 
their own regulations? That is what I would like to get to. 

Senator Ervin. As I understand the complaint, it is twofold. The 
primary complaint is that the regulations put a wrong construction 
on the statute, and your secondary complaint is that the Treasury 
Department makes no effort to determine whether even the regula- 
tion itself is being observed. 
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Mr. Donnetiy. You are absolutely right, Senator. 

Mr. Srnxter. I would use the term “ridiculous.” 

Senator Jackson. It seems to me up to this point, from what you 
have said, that the onus is on the Treasury Department. 

Mr. Srnxer. Certainly. 

Senator Jackson. You do not know whether there is collusion of 
pressure on the part of importers on the Treasury officials to write 
these kind of regulations and give these kind of decisions, do you 

Mr. Sinker. No, sir. All I can say as an importer is this, that as 
long as the regulation is there, and the interpretation seems to use 
to be a question of marking, and if we have to be in the importing 
business we have to be competitive, we are going to do with what 
the practice is, that there is a loophole there and we will drive right 
through it. 

Senator Jackson. This has been going on for 25 years so you have 
in effect a custom and practice established which you would have a 
pretty rough time getting a jury or anyone else to convict on. 

Mr. SinKueER. It does not excuse their failure to collect. 

Senator Jackson. I am not saying that. I am trying to find out 
what has been going on here. 

The Cuamman. May the Chair interpose this statement: It is not 
a question of trying to convict someone. It is trying to stop what is 
believed to be an evil practice. 

Mr. Donnetuy. And collect $20 million 

The Cuamman. That we are now losing. 

Mr. Donnexiy. That is right. 

Senator Symineron. When I was in business, it took 3 years to 
make a toolmaker from an apprentice. In this report that Senator 
Duff put out in the Armed Services Committee last year, he said it 
took 10 years to make a toolmaker for a watch business; is that cor- 
rect, in your opinion ¢ 

Mr. Sinxier. When we say toolmaker, we are talking about our 
highest die makers. We have a 4-year apprentice course before they 
become machinists, and after machinist to the top grades, and finally 
to tool and die maker. Some of them may make it ahead of that, but 
if you want to get ready with die makers, it will take 10 years to 
make a good one. 

Senator Symineton. Ten years, and that is correct to the best of 
your knowledge ? 

Mr. Sinker. Yes, sir. 

Senator Symrneron. In that report, it said that Hitler flooded 
England with cheap watches, and, as a result, destroyed the watch 
business of England to the point where England could not have fought 
in World War II unles it had gotten watches from this country. To 
the best of your knowledge, and for the record; is that correct ? 

Mr. Stnxuer. That is correct. We delivered watches to the British 
armed services during the war. 

(At this point, Senator Ervin withdrew from the hearing room. ) 

Senator Symineron. It said that even though the watches in this 
country were delivered to England, at the end of the war the British 
had to heavily subsidize the business in England to get some more; 
is that correct ? 
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Mr. Srvxter. No, I believe that none were made in England dur- 
ing the war. Immediately after the war, they set out and have fairly 
well reestablished a smal] watch industry 

Senator Symineron. I think the report said that Sir Stafford Cripps 
put in a subsidy in England around 1945, as I remember it. 

let me ask this question: The Treasury Department is part of the 
Government, and the Government is siterwated in national security. 

What is your average rate of pay in your company ? 

(At this point, Senator Jackson withdrew from the hearing room.) 

Mr. Srvxirr. Our average rate of pay, without fringe benefits, 
is $1.71, I believe, and on top of that we have about 40 cents an hour 
more in fringes, social security, hospitalization, and so on. 
ew Symineron. What is the average rate of pay in Switzer- 
and ¢ 

Mr. Sovxuer. The average rate of pay for comparable jobs, I be- 
lieve, is now around 61 cents. 

Senator Symineron. It is about 25 percent? 

Mr. Stnkuur. Yes. We think of it in terms of less than a third. 

Senator Symrneron. So if there was no duty on these products at 
all, you would automatically be put out of business ? 

Mr. Srvxier. Completely so. We were almost out of business 2 
years ago. 

Senator Symrineton. What percentage of the watches purchased in 
this country today are foreign watches? That is, of what we sell in 
this country, what percentage is foreign make ¢ 

Mr. Styxuer. Eighty-two percent imported and 18 percent made in 
the United States, of jeweled watches. 


Senator Symrneton. To the best of your knowledge, is there any 
more important industry in the United States from the standpoint of 
national defense than a poemeee timing industry ? 

i 


Mr. Srnxuer. We believe that to be so. It is hard to say there is 
nohe any more important, but it has been determined by several studies 
that the watch industry is essential. The first study was made by the 
Munitions Board in 1950. It was followed by the National Security 
Resources Board at. the request of President Truman in 1952; by the 
Office of Defense Mobilization in 1954, and by the Senate Armed 
Services Committee in 1954. All of them unanimously agreed to 
that. 

Senator Symineron. For the record, I have had a little experience 
in that field, and I do not think there is a more vital industry than 
yours as far as skilled people are concerned. I am not talking about 
the watch, but I am talking about the work those people do. 

Mr. Sovxxer. In answer to your question, they said that the watch 
industry was 1 of the 4 most critical. 

Senator Syminctron. All of this knowledge would be known to the 
Treasury Department when they made these decision, would it not? 

Mr. Srnxuer. Certainly, sir. 

Senator Symincron. What do you think would be the rise from 18 
percent, roughly, to what percent, based on your experience, if the law 
had been Saiaed, as you think it should have been enforced—if the 
regulations had been enforced as you think they should have been en- 
forced by the law ? 

Mr. Srnxuer. If the regulations had been enforced as we believe 
they should have been, I do not think we would have found ourselves in 
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the declining position we did from 1950 on when we applied for relief 
from the Tariff Commission. 

Senator Symineron. What do you think the watch business would 
be in percentage instead of 18? 

Mr. Sinker. Sir, in 1936, the year of the trade agreement, we had 
approximately half of it. In 1930, the year of the Tariff Act, we had 
verhaps three quarters of it. Whether we could have held that level, 
; do not know. 

Senator Symineron. What was the year you had three-quarters? 

Mr. Stnker. 1930, the year of the Tariff Act. It is approximately 
that. 

Senator Symrneron. Would you then say that as a result of the 
Treasury Department’s interpretation of the present law that you 
have lost somewhere between 75 percent down to 18 percent of the 
watch business in this country? 

Mr. Srnxer. It certainly has contributed to a large extent to that. 
Whether we hang it all on that or not is pretty hard to say. Their 
failure to collect those duties and the reduction of the tariffs in 1936 
combined to put us in real trouble. 

Senator Symrnetron. Can we make as good watches as they can 
make in Switzerland? 

Mr. Stnxuer. Better. On a mass-production basis I know of no 
watches that are better than the wattioes we produce in this country. 

Senator Symrneron. My final question is this: This operation, with 
the premise of your National Security Resources Board decision, has 
not only been one that has operated very much against the economy 
of the United States from the standpoint of tax less, but it has also 
operated against the security of the United States in your opinion? 

Mr. Styxuer. I completely agree that it has operated against both. 

Senator Symineton. Mr. Chairman, I would like to say that is 
the position taken in general by the committee that was chaired by 
Senator Duff, whose report was made last year, another committee 
that I happen to be a member of. 

I chaste you for letting me ask the questions. I have no further 
questions at this time. 

The Cuairman. Thank you, Senator Symington, you have made 
a very valuable contribution, I believe, with your capacity to ask 
questions, based upon your knowledge of so many facts. 

Senator Symineron. The Chairman is very kind. 

The Cuarrman. All right, Mr. Kennedy. 

I want to give the witness an opportunity to make any statements, 
too, that he wants. 

Mr. Srtnxter. I would like to enter one now, in case I forget it, 
to correct an impression that might have resulted as a result of a 
question addressed to Mr. Donnelly by Senator Symington. 

The last time we talked to the Treasury people, which was the 
question asked, was just last week, when we had accumulated a lot 
of this evidence which they have had—this ‘Tavennes situation, for 
example, we presented to them. We felt that we ought to let them 
know that the evidence which we had supplied them with we were 
going to present to ak this week. We did talk to the Secretary, 
to Mr. Rose, and to Mr. Weitzel. 

I think the record should show that. 
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The Cuarmman. I believe you had some other documents this morn- 
ing that have not been made exhibits. 

Mr. Sryxter. I only have the one. 

The Cuarrman. You may identify it and make it exhibit 12. 

(Exhibit No. 12 may be found in the files of the subcommittee.) 

Mr. Srnxter. Exhibit 12 will be an advertising pamphlet printed 
by the Tavannes Watch Co. of Switzerland, from which we quoted 
this morning the statement: 

Before leaving the factory, every Tavannes movement is adjusted for position 
and temperature. 

The Cuarrman. You testified more fully about that this morning. 

Mr. Srnxter. Yes, sir. 

The Cuarman. In the course of the interrogation this morning, 
the Chair overlooked having made that an exhibit. 

Mr. Stnxuer. I think we should also enter as an exhibit the Tavan- 
nes watch purchased in Washington to demonstrate the fact that it 
is marked “unadjusted.” 

The Cuarrman. All right. The watch may be made exhibit No. 13. 

Mr. Kennepy. Mr. Sinkler, have you got a chart that was circu- 
Jated in this country of a certain watch manufacturer regarding 
whether watches are adjusted, and what they are in fact marked 
when they come to this country ? 

Mr. Srvxter. Yes, I do. I would like to introduce as evidence 
exhibit 14. 

The Cuamman. It will be exhibit 14. 

(Exhibit No. 14 will be found in the appendix on p. 193.) 

Mr. Srnxter. It is an outline of the standard qualities of Swiss 
movements, circulated by Jules Borel & Co. 1015 Walnut Street, 
Kansas City 6, Mo. It shows watches of chronometer quality as 
adjusted to five positions and three temperatures. It shows watches 
of super quality, very high grade finish, accurate adjustment in two 
positions within 15 to 25 seconds marked “unadjusted.” Quality 
watches, very good finish, adjusted in two positions within 60 seconds, 
marked “unadjusted.” Quality B movements, average finish, adjusted 
in one position within 90 seconds, marked “unadjusted.” And then 
quality C, adjusted in one position, to 2 or 3 minutes, marked “unad- 
justed.” 

' That is introduced to show that there is a common understanding 
of the term “adjustment” and common acceptance of the practice of 
marking them “unadjusted.” 

Mr. Kennepy. It is commonly accepted by the industry, and I am 
not talking just about the domestic industry, that these jeweled 
watches that come in from Switzerland and which are marked “un- 
adjusted” are in fact adjusted? 

Mr. Stnxter. Very definitely so. 

I think one of the best illustrations of that is not only understood 
by the industry in both countries, but also by the public, is in No- 
vember 1949, Consumers’ Research, the magazine that gives the dope 
on what is the best buy, reports about watches as follows: 


Most imported Swiss movements, even those adjusted accurately for position, 
temperature and isochronism, are stamped “unadjusted.” 


The Cuatrman. What authority is that? 
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Mr. Sryxuer. The monthly magazine issued by Consumers’ Re- 
search. 

The Cuarrman. Where is it published ? 

Mr. SinKuER. In the United States. It gives advice and guidance 
on what is the best buy of all kinds of articles available. 

The Carman. So this practice has become generally common 
knowledge? 

Mr. SinkiER. Common knowledge, not only in the industry but out- 
side of the industry. That is my point. 

The CuarrMan. It has been made known to the customers? 

Mr. Srnxuer. Yes, I would like to finish reading it, because it is 
exactly what we have been saying. The sentence continues: 
perhaps a unique case of claims on merchanidse that falls short of the facts. 
The reason for this anomaly is simple. The American tariff adds 50 cents to 
the customs duty for every adjustment claimed. Temperature adjustment counts 
double. 

The Cuatrman. They explain there the reason it is marked “un- 
adjusted” although it is an adjusted watch. 

Mr. Srnxter. Precisely. I might point out that was given to the 
Treasury as an example of what we were trying to point out to them, 
that everybody knew they were adjusted. 

The Cuatrman. How long back was that given to them ? 

Mr. Stinxter. That was probably early 1950 or December 1949, after 
the magazine was published. 

The CHarrman. What is the date of the magazine? 

Mr. Stnxier. November 1949. 

The Cuatrman. That information of the magazine was called to the 
attention of the Treasury ¢ 

Mr. Srnxuer. Yes, sir. 

The Cuarrman, All right, go ahead. 

Mr. Kennepy. Mr. Sinkler, we have been told that only adjusted 
watches are those watches that go through a long process of testing, 
of 3 or 4 or 5 weeks, and ultimately receive a certificate from an 
institution in Switzerland, and the fact that these other watches are 
merely tested for 24 hours in various positions, and for isochronism 
and temperature, are not in fact adjusted, but only the watches that 
go through the long process are adjusted. 

What is your comment on that? 

Mr. SrinkxeEr. Sir, a position which says that only those watches 
which are given a long observatory test are adjusted is in my opinion 
absurd. For example, railroad watches have to perform within speci- 
fications set up by the railroads and are not sent to any observatory 
for testing. The require that they be adjusted for five positions. 

The understanding in the trade is that watches carried by all of 
us if subjected to observatory testing would be prohibitive. The 
general practice is that the watches are set up to pass tests by each 
manufacturer, and must be adjusted and must oul een within what- 
ever limits we select for them. Adjusted watches are not only those 
that are given a long series of tests. The test is not the adjustment, 
it is the condition of the movement. 

Mr. Kennepy. What about this argument that there are technologi- 
cal advances that have been made since 1930 which make it no longer 
necessary to go through any of this “adjustment” and that therefore 
the term is no longer used as it was during the early 1930's? 
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Mr. Suvxier. Sir, that usually refers, I believe, to adjustments for 
temperatures. What I did not cover this morning fully enough when 
we were discussing the alloy springs versus the bimetallic balance 
wheel, is that the alloys existed prior to 1930. That is not a new 
development. The controls which we have been able to develop and 
which have been developed in Switzerland over the alloys themselves 
make it unnecessary to test each one for tenperatures, because we can 
predict by testing the alloy what the temperatures are going to be. 

I submit those watches are no less adjusted because they have not 
been tested. The same thing applies to the adjustment for isochronism. 

Mr. Kennepy. What about position, first? Is the same process used 
now on this question of position adjustment as was used prior to 1930 ¢ 

Mr. Sinker. Precisely. The techniques are the same, the results 
are the same. We have new tools for doing poising which make it 
quicker and cheaper, but the removing of weight, as we show in these 
pictures, whether it is done by an automatic machine or by hand is 
exactly thesame. It is the condition that counts. 

Senator Symrneron. Was the theory of the law to collect more 
taxes or less, do you think, when the law was originally passed ? 

Mr. Sinxter. I should think definitely it was to collect more. 

Senator Symrxcton. So if there was a disagreement about what 
the law meant from the standpoint of—what is the word we have 
been talking about ? 

Mr. Stnxter. Adjustments. 

Senator Symineton. Adjustments, if there was any disagreement, 
the way to do it would be to clarify it by clarifying the law; is that 
correct 

Mr. Sunxter. Except that I think everybody in the industry wnder- 
stands what is meant by it. 

Senator Syminetron. I do not think you have my question. If there 
was anybody that advanced the idea that because of an improvement 
or change in the art, that the word “adjustment” was, in effect, an 
anachronism as against the original law, then it would be desirable, 
would it not, for the Treasury Department to bring that before the 
Congress, change the regulations, so that the act would be an act, still, 
where you were supposed to collect some taxes ¢ 

Mr. Srnxuer. Precisely so. If they sincerely believed that the 
advancement of the art had changed what was in effect then. 

Senator Symuveron. Do you know of any request made by the 
Treasury to the Congress or to anybody else for changing the law, 
because of a change or improvement in the art of watch production / 

Mr. Srnxer. No, I do not. 

Senator Symineron. Thank you. 

Mr. Kennepy. Let me get back on this question of position adjust- 
ment. That was done prior to 1930 the same way that it is done now, 
except now perhaps it is done more efficiently and economically ? 

r. Sovxuer. That is correct. 

Mr. Kennepy. And it was done prior to the time of assembly 
before 1930, is that correct ? 

Mr. Sryxxer. Just as it is now, it was then prior to assembly and 
in some cases after assembly, too. You had to do it if you did not 
do it well enough the first time. 
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Mr. Kennepy. The point I am trying to find out is if it was the 
same process on the question of position adjustment, at least, before 
1930 as it is today. 

Mr. Srnxter. I do not believe we were as efficient then as we are 
today, but there is no difference in the operation of the principal 
at all. 

Mr. Kennepy. On this question of the temperature, the same process 
was in operation prior to 1930? 

Mr. Srnkuer. Exactly. 

Mr. Kennepy. And on the question of isochronism, the same theory 
applies, is that correct? 

Mr. Srnkuer. Yes, sir. The improvement in the hairspring for 
isochronism was not referred to as early as 1930 that I can find. I 
have plenty of evidence that the hairsprings were available. The 
earliest I have in referring to isochronism is that the hairspring 
adjustment for isochronism was 1948. That is the only adjustment. 

Mr. Kennepy. At least, on this you would have the position adjust- 
ment and that is the very minimum. You would also have your 
argument in favor of temperature adjustment. 

Mr. Stnxuer. That is right, that actually existed before 1930. 

Mr. Kennepy. And the isochronism is the more difficult? 

Mr. Sryxuer. This one claims in 1948 that they had been produc- 
ing—let me read it to you first : 

The creators of the Nivarox hairspring have, from the first succeeded in over- 
coming this isochronal of the hairspring. They succeeded in making the Nivarox 
spring produce a gaining rate in the small amplitudes, a gain that compensates 
for the isochronal error caused by the escapement. 

Furthermore, we were the first to achieve the isochronal adjustment that we 
have been producing for 15 years. 

Fifteen years from 1948 would drop it back to 1933, and I can’t 
say that that existed before the Tariff Act. 

The Cuarrman. Are there any other questions? 

Senator Symrneron. No, sir. 

The Cuarrman. Do you have anything further that you would 
want to say before we conclude? 

Mr. Srnxuer. If I may take a minute to see if my counsel has 
anything. 

The Cuarrman. All right. 

(The witness conferred with his counsel.) 

Mr. Sinker. Sir, I would like to introduce as further evidence 
to complete the story so you wil] have it, 3 identical movements that 
were purchased in New York City within the last month, 1 of which 
is marked “unadjusted,” 1 of which is marked “adjusted to 3 posi- 
tions,” and 1 of which is marked “adjusted to 5 positions.” 

We introduce them to show that there are some importers who 
will bring in identical movements marked in three different ways, 
depending on how they wish to classify it for promotional purposes 
and sales appeal. 

The Cuarmman. That may be made exhibit 15. 

Senator Syminoron. Is there any legislative history in the record 
with respect to the concept of the committee or/and the colloquys on 
the floor of the Congress with respect to this bill which you think 
would be constructive in presenting the picture to this committee? 
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Back in 1930, when the law was passed, there must have been some 
reason for talking about adjusted and unadjusted. Has anybody 
done any research for you with respect to the legislative history ? 

Mr. Stnxten. It has been done, sir. 

Mr. Kennepy. You have some excerpts in one of your exhibits. 

Senator Symineron. To summarize it because of the lateness of 
the hour, could I ask whether, in the opinion of counsel, the legis- 
lative history confirms the approach to the law that you take with 
respect to what is meant? 

Mr. Donnetxiy. If you talk about the testimony of witnesses as 
being evidence of legislative history, the testimony of witness is at 
variance. If you talk about the committee reports 

Senator Symrneron. I am talking about committee reports at 
the time the law was passed or testimony of witnesses, but only at the 
time the law was passed. 

Mr. Donnetiy. The committee reports do not go into the manner 
in which adjustments are achieved. The committee reports indi- 
cate that what the Congress was trying to do was to do two things; 
one to prevent fraud on the American people, which occurred under 
the 1922 act when all kinds of watches came in marked “adjusted,” 
including the cheapest watches, because there were no duties assessed 
on those watches. The term “adjustment” had a tremendous sales 
value prior to 1930, and the importers utilized that term as a sales 
promotional device as long as it did not cost them anything. 

The Congress tried, in enacting the Tariff Act of 1930, to pre- 
vent that by assessing duties. 

The other point was that adjustments being a badge of excellence 
and representing the expenditure of time and money, if a watch did 
contain adjustments then there should be a duty levied upon these built- 
in conditions or qualities. 

Senator Symineron. So that what the law did, then, as I under- 
stand it, and the legislative history behind the law in question, it sup- 
ported the position that an adjusted watch was an adjusted watch and 
an unadjusted watch was an unadjusted watch, right ? 

Mr. Donnetty. Right. 

Senator Symineron. And your claim is that a lot of these watches 
which are adjusted are nevertheless called unadjusted in order to get 
away from the payment of the duty ? 

Mr. Donneuiy. Right. 

Senator Symineton. And yet the payment of the duty on the ad- 
justed watch was the basic purpose of the original law? 

Mr. Donnetxy. I would say so. 

Senator Symineron. Would you say that the hearings before the 
committees would confirm that position on your part ? 

Mr. Stnxuer. I would like to insert there, if I can, the hearings 
before the committee in 1930 include a lot of testimony by one Taylor 
Strawn, who is not a watchmaker but a banker who had become vice 
president in charge of finance, I believe, at Elgin, and he talked about 
the manipulations before assembly and after assembly, and on the basis 
of that testimony we feel Treasury ruled about the manipulation 
business. 

But, actually, the testimony of other witnesses did not bear out what 
he was saying, and because they based the ruling on his testimony is 
what gummed up the works. The act to us seems to be quite clear, 
but this previous testimony is just as conflicting as it can be. 
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Senator Symineron. But the regulation itself of the Treasury De- 
partment, the interpretation of the regulation promulgated as a re- 
sult of the law by the Treasury Department, would have nothing to 
do with the testimony, but it would be based on the law, would it not ? 

Mr. Stinger. It should not have. Furthermore, it was dealing only 
with position adjustments. 

Senator Symineton. Let us go back to the original thought. Do 
you believe that the hearings themselves confirm your position on the 
law, argue your position on the law, or are not pertinent to your cur- 
rent position on the law, 1, 2, or 3? 

Mr. Stnxuer. They just won’t substantiate anything, sir. We can- 
not use them. 

Senator Symineton. That is all. 

The Cuamman. All right. Thank you very much. 

The committee will stand in recess until 10 o’clock in the morning. 

(Whereupon, at 4:50 p. m., the hearing was recessed, to reconvene 
at 10 a. m., Thursday, June 30, 1955.) 

(Members present at the taking of the recess were: The Chairman 
and Senator Symington.) 
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THURSDAY, JUNE 30, 1955 


Unrrep States Senate, 
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10:10 a. m., pursuant to recess, in room 
357, Senate Office Building, Senator John L. McClellan (chairman) 
presiding. 

Present: Senator John L. McClellan, Democrat, Arkansas; Senator 
Henry M. Jackson, Democrat, Washington; Senator Stuart Syming- 
ton, Democrat, Missouri; Senator Sam J. Ervin, Democrat, North 
Carolina; Senator Karl E. Mundt, Republican, South Dakota, and 
Senator George H. Bender, Republican, Ohio. 

Present also: Robert F. Kennedy, chief counsel; James N. Juliana, 
chief counsel to the minority ; Carmine Bellino, accounting consultant 
to the subcommittee; Ruth Y. Watt, chief clerk; Paul E. Kamerick, 
assistant counsel, Committee on Appropriations, assigned to the sub- 
committee. 

(The following members were present. at the convening of the hear- 
ing: Senators McClellan (chairman) and Bender.) 

The CuHarrman. The committee will be in order. 

Mr. Bulova, will you be sworn, please. 

You do solemnly swear that the evidence you shall give before this 
investigating subcommittee shall be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Buxova. I do. 


TESTIMONY OF ARDE BULOVA, CHAIRMAN OF THE BOARD, BULOVA 
WATCH CO., NEW YORK, N. Y.; ACCOMPANIED BY COUNSEL, MARX 
LEVA AND LLOYD SYMINGTON 


The CuarrMan. Please state your name and place of residence for 
the record, 

Mr. Bunova. Arde Bulova, Hotel Pierre, New York. 

The Cuamman. In what business are you engaged ? 

Mr. Burova. In the manufacture of watches. 

The Cuatrman. And how long have you been engaged in that 
business ? 

Mr. Burova. Forty years. 

The CuHamman. What position do you hold at present with any 
watch company ? 

Mr. Buneva. I am chairman of the board, Bulova Watch Co. 

The CuarrmMan. That is a domestic manufacturer ? 
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Mr. Burova. Domestic and European. We manufacture in both 
places. We manufacture in the United States and we manufacture 
in Switzerland. 

The CuatrmMan. How long have you been president of the company, 
Mr. Bulova? 

Mr. Butova. I am chairman of the board. 

The Cuarrman. Or chairman of the board? 

Mr. Butova. Since 1928. 

The Cuamman. Mr. Counsel, you may proceed. 

Mr. Kamerick. Mr. Bulova, is it a fair statement that you are one 
of the largest importers of watches into this country ? 

Mr. Buova. We are the largest importers of watches into this 
country. 

' Mr. Kamericr. Is it also a fair statement that you are one of the 
largest domestic producers in this country ? 

Mr. Butova. Correct; yes, we are. 

Mr. Kamertck. In the light of that situation, Mr. Bulova, is it a 
fair statement that your interests lie on both sides of the question at 
issue, with reference to the enforcement of the adjustment tariff? 

Mr. Butova. Yes; I am interested. It would affect us either way. 

Mr. Kamerics. That is right. If the duty is imposed on the 
watches you import into this country, then you will have to pay an 
additional duty on that? 

Mr. Burova. An additional duty; yes. 

Mr. Kamericx. Roughly, how many watches did you import into 
this country last year ? 

Mr. Boutova. One million, last year. About 1,600,000. 

Mr. Kamericx. Were those watches adjusted, Mr. Bulova? 

Mr. Bunrova. Yes; they were. 

Mr. Kamerick. Were they marked “adjusted” ? 

Mr. Butova. No. 

Mr. Kamericx. Will you explain why they were adjusted and to 
what degree they were adjusted, and why they were marked “un- 
adjusted” ? 

Mr. Buwova. Well, they were adjusted to temperature, which is 
heat and cold, and a minimum of two positions which would be at 
least the four adjustments. 

Mr. Kamericx. With reference to isochronism, Mr. Bulova, were 
they also adjusted for isochronism ? 

Mr. Butova. They were adjusted for isochronism. 

Mr. Kamericx. Why was that marking “unadjusted” placed on 
the movement ? 

Mr. Butova. Well, in the first place, we are required to be mem- 
bers of the cartel in order to do our manufacturing in Switzerland, and 
we are subject to their rules and regulations in that regard, and they 
do not permit us to ship watches marked “adjusted” to the United 
States. 

That is one of the regulations of the cartel which fixes prices in 
Switerland and conditions of shipment, et cetera. 

(At this point Senator Symington entered the hearing room.) 

The Cuatrman. May I inquire? 

That cartel will not Permit you to mark the watches correctly ? 
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Mr. Burova. That is correct. Since 1930 there has been a rule to 
mark them “unadjusted.” Previous to 1930, I might say, we were im- 
porting the same watch movements marked “adjusted.” 

Senator Benper. Mr. Bulova, you imported 1,600,000 watches last 
year ¢ 
* Mr. Bunova. We did. 

Senator Benper. Who are the other large importers of watches? 

Mr. Burova. Longines-Wittnauer. 

Senator Benper. How many do they import? 

Mr. Butova. I imagine they import six or seven hundred thousand 
pieces, and there is the Benrus Watch Co. 

Senator Benner. What about them ? 

Mr. Butova. I would imagine they import about 1 million pieces. 

Senator Brenner. Who else? 

Mr. Butova. Gruen Watch, I should judge about 600,000 pieces. 

Senator BENper. How many watches do you manufacture do- 
mestically ? y 

Mr. Bunova. Well, last year we manufactured about 400,000 do- 
mestically. 

The CHarrman. How many did you manufacture in Switzerland? 

Mr. Buvova. 1,600,000. 

The CHarrman. You only imported, then, your own production ? 

Mr. Bunova. Yes, only our own production. 

The CHairman. You did not import from other manufacturers? 

Mr. Butova. No, just our own production. 

Mr. Kamerricx. Mr. Bulova, in light of the fact that you import 
a larger portion then you manufacture in this country, if this duty 
is enforced, then you will stand to lose more. You have more of a 
stake in the importing of watches than in the domestic; is that a 
correct statement ? 

Mr. Bunova. If what? 

Mr. Kamerick. Since you import four times as many as you manu- 
facture in this country, is it a fair statement that you stand to lose 
more if the tariff is enforced ¢ 

Mr. Butova. Yes. It would affect us more. 

Mr. Kamerick. Mr. Bulova, with reference to this restriction by the 

cartel on the marking of watches, does this restriction apply when 
the watches are to be shipped into any country other than the United 
States ? 

Mr. Butova. No, not entirely. You can ship watches marked “ad- 
justed” into other countries, and youdo. We have. 

Mr. Kamericx. And there is no restriction on the marking ? 

Mr. Butova. There is no restriction on that because it is not affected 
by the tariff. 

Senator Symineron. Mr. Chairman, may I ask a question here? 

The Cuatrman. Yes. 

Senator Symineton. Mr. Bulova, who runs the Swiss watch cartel ? 

Mr. Butova. That is practically_—well the heads of the trust, the 
regular watch trust. 

Senator Symineron. What is the regular watch trust? Will you 
define that ? 

Mr. Butova. Yes. What they call Federation Horologerie is com- 
posed of all the manufacturers, including manufacturers of the basic 
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movement, which is the bridges and plates and the train wheels, which 
we call the rough movement or Ebauche. 

That part is sold to the assembler. Then the trust also owns the 
escapement manufacturing plants. ; 

Senator Symineton. Who composes the trust ! 

Mr. Butova. The trust was put together from the year of 1927, 
when the first Ebauche Trust was put together, and then all the escape- 
ment manufacturers were put together, and then the balance wheel 
manufacturers. 

Senator Symrneron. Is it not fair to say they put each other to- 
gether / 

Mr. Butova. Yes, and there is also a superholding company. 

Senator Symineton. They got together to control the price; isn’t 
that what happened ? 

Mr. Butova. It is more than that. The superholding company 
owns 60 percent of all the manufacturers and processors of the com- 
ponents of a watch. 

Senator Symrneton. Who owns the superholding company ? 

Mr. Buxova. A group of men. 

Senator Symineron. Are they mostly in the watch business them- 
selves, or are they just bankers and businessmen ¢ 

Mr. Bunova. Well, there are banks in there, and there are business- 
men. I suppose there are estates. 

Senator Symineron. In other words, to get some stock in that hold- 
ing company, you do not need to be a watchmaker ? 

Mr. Butova. No. One of our directors owns a few shares of stock 
in it. 

Senator Symineron. What is the relationship of the holding com- 
pany with the Government of Switzerland ? 

Mr. Buxova. The relationship of the holding company with the 
Government of Switzerland? As a matter of fact, the president of 
the holding company, which is a man by the name of Renggli, he was 
in government serviee. He is a lawyer that was in government. 

Senator Symineton. Do you mean he was, or he is? 

Mr. Bunova. He was. 

Senator Symreron. Did he get out to take this job? 

Mr. Buuova. To take this job as president. 

Senator Symineron. What was the job he had when he was in the 
Government ? 

Mr. Bourova. He was—might be compared to a secretary of indus- 
try here, a secretary of commerce. 

Senator Symrneton. Secretary of commerce? 

Mr. Burova. Secretary of commerce. That was his job. He might 
have been as Mr. Weeks is here, Secretary of Commerce. He might 
have been secretary of commerce. That might be a comparative job 
that he held in Switzerland. In fact, he was in government for many 
years. 

Senator Symineton. Is the cartel entirely national, or is it inter- 
national, say, like the tin cartel ? 

Mr. Butova. It is national. 

Senator Symineron. Completely national ? 

Mr. Butova. That is right. 

As a matter of fact, the regulations and conventions of the cartel 
have been, a year ago January, made part of the Government law. 
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Senator SymineTon. Would it be fair to oy that with the approval 
of the Government of Switzerland, the president of the holding com- 
pany controls all the watch manufacturing in Switzerland, has issued 
orders that the watches should be misrepresented in what is put on 
them in order that the tariff regulations of the United States could 
be evaded ¢ 

Mr. Buxova. That is about correct. 

Senator Symineron. Thank you. ach bis 

Mr. Kamericx. Do you, Mr. Bulova, as a business practice, import 
to countries other than the United States ! 

Mr. Buvova. Yes. We ship to Canada and we ship to Mexico. No, 
only Canada. Direct to Canada. 

Mr. Kamerick. Only to Canada today from Switzerland? 

Mr. Bunova. Yes. 

Mr. Kamericx. How are those watches marked with reference to 
adjustments when they are shipped to Canada ? 

Mr. Butova. They are not marked at all. 

Mr. Kamericx. There is no marking on them at all ? 

Mr. Butova. No. 

Mr. Kamericx. They are not marked “unadjusted” ? 

Mr. Butova. No. 

Senator Benprr. How can you explain this? Are you interested 
in keeping this—continuing this alleged deception? You are here as 
a witness and, obviously, you are telling us facts as you know them. 
I am just curious to know how you feel about this. How does it affect 
your business, or what is your opinion about it? 

Mr. Butova. Well, the one point, of course, is that we have been 
importing subject to Treasury ruling and regulations the same as all 
importers. 

As long as it was permissible to bring these watches in marked 
“unadjusted,” and it was prohibited by the cartel to export these 
watches from Switzerland with any other mark, you couldn’t do busi- 
ness there on any other basis or you would be out of business. 

I mean, we are subject to the conditions where we manufacture and 
the rules and regulations of the country of origin. 

That applies, you might say, to any cartel in Europe, whether it is 
textiles, watches, wood, woolens. If you are an importer, you can only 
buy as they sell you. You have no choice in the matter. 

Senator Benner. Are the Swiss better artisans than the Americans? 
Are they more skillful in this work? 

Mr. Butova. No. We make the very same watches right here in 
the United States. 

Senator Benprer. Why is it, then, that only approximately 18 per- 
cent of the entire business, the watch business, is domestic and the 
balance of 82 percent is foreign ? 

Mr. Butova. It is a matter of cost. 

Senator Benver. It is a matter of cost? 

Mr. Butova. That is right. Our domestic cost—well, our produc- 
tion cost in Switzerland is about 30 cents to every dollar we spend 
here for production. 

Senator Benprer. Now, let me ask you something that is not asked 
facetiously. Every time I turn on that dial, I find Longines, Gruen, 
Benrus, Hamilton, Bulova. Your name is as familiar as Eisenhower. 

Mr, Butova. That is our advertising. 
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Senator Brnver. Yes; and Benrus. Every day, for breakfast, 
dinner, and supper, I get it. Being an advertising man and a mer- 
chandiser, and wh: 1tever money I have made in private business has 
been as an advertising man, I am interested in advertising. But the 
cost is terrific. I know what advertising costs itself. I know what 
a page ad costs. I know what a half-hour program costs. 

As a matter of fact, in the last campaign, I made $40,000 worth of 
platters and then I didn’t have the money to buy the time with. So 
I got the platters and I had no place to go. 

Senator Symrneron-. What happened ? ? 

Senator Brenper. This one company sent experts in and some of 
these men who got me to run for the Senate, they got this company 
in New York—what is the name of this big producer, this television 
promotor ¢ 

They got him in and charged fancy prices and I was all dressed up 
and no fz e to go, so this, to me, sounds rather strange. 

I get Bulova, Longines, Benrus, Gruen, we get Gordon’s Gin pro- 
grams, and all kinds of other programs. I just cannot understand 
this. 

Mr. Butova. What is it you do not understand, Senator? 

Senator Benpver. Well, you say that production here is more costly 
than over there. But on ‘the other hand, you spend all of your money 
in advertising 

Mr. Butova. Well, that probably helps us to increase our volume. 
With the volume, we get low-cost production. 

On the other hand, we are competing with imported watches. We 
could not compete in this market unless we manufactured the major 
part of our production in Switzerland where our costs are lower. 

Senator Benner. You manufactured 400,000 in the United States, 
and manufactured 1,600,000 i in Switzerland. 

Mr. Buotva. That is correct. : 

Senator Benper. So out of the 2 million gross, actually about 20 
percent of your production is domestic. 

Mr. Burova. That isright. It is 20 percent. 

The watches that we manufactured mainly in the United States, 
I might say, were 21- and 23-jeweled watches on which we have a 
higher protective tariff. We have a tariff of $10.75 on that particular 
watch. So we have some protection on that cost. 

We make a certain amount of 21-jeweled watches and keep the pro- 
duction line going, which gives us a wider latitude in producing other 
models at competitive prices; and we carry along with them—because 
it has to be a volume production—we carry along with them enough 
17-jeweled watches so we can get out on a minimum cost. We calculate 
our 17-jeweled watches that are made at that run at the Swiss cost, and 
we increase our 21 and 23 jew els and add $2 to that cost, because we had 
the protective tariff of $10.75 5 up until that time. 

Senator Brenver. In the event that the United States Government 
were to change its policy in the handling of this industry, how would 
it affect you? 

Mr. Burova. We would make more watches here. We would make 
more of our movements here, which is my interest. 

Frankly, to you, as long as you are in the advertising business and 
have a grasp of the commercial relationship, I might give you a reason 
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how this factory was established here in the United States, if you 
would like to know it. 

Senator Benprer. Sure. 

Mr. Buxova. In 1928, when the Bulova watch publicly was financed 
and underwritten and stock was voted on the stock exchange and 
offered to the public, the bankers at that time thought that it would 
be a very important thing in the event something happened in Europe 
that we ought to have a source of supply of watches here, and that I 
ought to think of setting up a movement-manufacturing project here 
in the United States, which did not exist at that time. 

Our manufacturing facilities were all in Switzerland. We made 
watch cases here, but we made no movements here. 

At that time, there wasn’t a trust or cartel in Switzerland. There 
were a half dozen American watch manufacturers at that time. Of 
course, there were not going to give me their personnel to start a new 
plant in this country. I thought it was a good idea because if some- 
thing happened in Europe, our supply of movements cut off, and we 
would be out of the watch business. 

I undertook at that time to get clearance for about 20 of our execu- 
tives in Switzerland from the Labor Department here, to waive the 
contract labor law in order to establish a movement-manufacturing 
plant here in the United States, which I received. I brought over 
from Europe at that time 20 executives, and I brought over a number 
of people since, because I did not know the processes used for manu- 
facturing watches here unless they could have been given to me by 
Elgin, Hamilton, Waltham, South Bend, [llinois. Those were the 
plants that were in existence at the time. 

I only knew our own processes of Switzerland. I was able to buy 
machinery and equipment in Switzerland and I shipped it to the 
United States. I started first only making the bridges and the plates 
of a movement, and was importing the other component parts and 
assembling them here. 

That was the first step we did in 1930. 

Then I gradually started making wheels and pinions, as my next 
step, and I opened that department. 

Then I started in 1934 manufacturing escapements and balance 
wheels, and I brought over the necessary tooling for that department. 

I might tell you this, that in 1934 the Swiss trust and cartel got well 
underway. They advised us at the time that they would prohibit the 
export of any further tools and machines from Switzerland to develo 
our plant over here, that that would be prohibitive. I had enoug 
machines by the time over here for all departments so that I could 
develop the manufacturing of escapements, pinions, wheels, bridges 
and plates, dials, and things of that kind, but I was making the dies 
in our toolroom in Berne, Switzerland, in our plant, and the shut 
down on that. 

I went across the frontier from Switzerland into France, about 15 
miles from the frontier, in a place called Lac au Villaire, and I built a 
building, a small plant, for a toolroom and machine shop. I sent two 
of our executives over there and I commenced to organize and train . 
for toolmakers, so I could continue to make our tools in Europe, where 
I had supervision, and our chief machinist in our own plant took the 
responsibility of organizing this toolroom in that part of the plant 
which is also related to the watch industry. 
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It is not far from Bionseaux, and the French watch industry is 
located about in that area. 

The following year, the Swiss offered to reseind that restriction 
and would permit us again to export tools and equipment if we would 
close this plant in France. 

I, of course, decided that I would not accept their offer of permitting 
us to export tools from our own plant, and I have kept that tool plant 
going, and it is still in operation, in France. 

The point I would like to explain to you is this: It took us from 
1930 to about 1940 to manufacture every component of that watch, 
which meant the pinions, the wheels, the escapements, the dials, the 
hands, and all the necessary screw machine parts, screws, and all the 
component parts, to make a complete watch, except for the mainspring 
and the hairspring, which we continued to import. 

When the war came on, in 1941, and the very thing for which this 
plant was created was to give us a supply of civilian watches here 
when we got cut off from Europe never came to pass, because the 
Government said you can’t make any civilian goods here, and we will 
convert it 100 percent for defense work, to produce watches for the 
armed services and such other instruments that our technique would 
lend themselves to. 

We finished up by making no civilian watches. 

So I say that the brilliancy of the businessmen and the bankers did 
not materialize; that we would have a supply of watches here, and 
we were converted. 

We made rate of climb, Bendix rate of climb instruments; we made 
the Coleman’s altimeters, fire control instruments, and telescopes, 
ammeters for the B-29 program, and jewel bearings for the instru- 
ments including aviation instruments, when the Germans cut off the 
supply of jewel bearings. 

enator Symineron. Mr. Bulova, you are still interested in defense 
work, are you not ? 

Mr. Butova. That is why I am here today. 

Senator Symineron, What are you doing now in defense work ? 

Mr. Burova. We are making safety and arming devices, I guess it 
is all right to say, for four guided missiles at the present time. We 
have specimens brought with us. We are making gyro instruments 
for various rockets. 

Senator Syminctron. The great general from my State, Omar Brad- 
ley, is working for you, is he not? 

Mr. Buxova. That is right. He is the chairman of our research 
and development department. 

Senator Ronan, And has been ever since he left his job as 
Chairman of the Joint Chiefs of Staff under President Eisenhower ; 
is that right? 

Mr. Butova. Yes, sir; that is correct. 

Senator Symiyeton. Mr. Chairman, I would like the record to show 
that Mr. Bulova was one of the outstanding manufacturers in the 
armament field in World War I, and that there was no manufacturer 
who had a higher reputation with the Air Force. 

I would also like the record to show that General Bradley has told 
me that one of the reasons he went with Mr. Bulova when he decided 
to leave the service of his country, was because of his respect and 
admiration for Mr. Bulova and his very patriotic approach to business 
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from the standpoint of the watch business and the other developments 
in production that he had done for the Government. 

The CuarrMan. Well, that is a very splendid statement. I am sure 
Mr. Bulova deserves the commendation that you have given him. 

j [ would just like to ask you this question at the moment and then 

we will pass on to the other. 

Do you regard your business here, your watch manufacturing estab- 
lishment here, as an essential instrumentality of defense to this coun- 
try? 

‘Mr. Butova. Correct. That is the only reason I am here. 

The CuarrMan. In other words, you are trying to survive over here, 
lave your plant survive over here, so that it will be available, its serv- 
ices and production will be available in the event of any great crisis 

or emergency ¢ 

Mr. Buvova. Correct. We produced last year, this past year, $27,- 
000,000 worth of components for the Armed Forces. 

The Cuarrman. Twenty-seven million dollars? 

: Mr. Butova. Yes. 

: The CHarrMan. Except that we have such plants as yours, watch 
meé anufacturi ing plants in this country, we would be wholly dependent 
upon foreign procurement for those instr uments, would we not? 

Mr. Butova. Yes. For jewel bearings you certainly would, and for 
timing instruments you absolutely would be. 

Senator Benner. These other manufacturers, domestic and other- 
wise, they are engaged in similar activity ? 

Mr. Burova. Hamilton and Elgin and Watham are also in the same 
program. None of the importers, of course, because they haven’t 
plants. 

I might conan out to you 

Senator Symrneton. Before that, Mr. Bulova, following the chair- 
man’s question, Senator Duff made an investigation of the watch busi- 
ness which I read carefully, his report, when he was chairman of a 
subcommittee of the Armed Services Committee, and in that report 
he stated that Hitler flooded the British markets with cheap watches 
in order to drive the watch business out of the British Empire, and 
that as a result of that if it had not been for the supplies from the 
United States, in effect, it would have been impossible for Britain to 
have defended itself against the Nazis. 

Is that in your opinion correct ? 

Mr. Butova. That is correct. 

As a matter of fact, apropos of that, we made clocks that went in 
to planes for the Russian Government during the war. They were 
delivered to the Russian Government. There was no other place they 
could get them. 

Bulova made them, and after 1945, I was invited to London and 
was asked whether we would set up a plant in England for the manu- 
facturing of watches, and was offered 1 million or 5 million pounds, 
anything that it would take. They would furnish all the financing 
for establishing a watch industry, reestablishing their watch industry 
in England, because they had decided and had | passed a bill through 
Parliament. stating that they would not any longer be dependent on 
time mechanisms or time pieces on the Continent or on the United 
States, and they would reestablish their own clock and watch industry, 
which they did. 
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They said they would reduce their imports by 75 percent, and offered 
me a high protective tariff on which I could amortize the moneys that 
had been advanced for the project. 

I could pick out any place in the country which I thought would lend 
itself best for establishing a watch manufacturing organization, and I 
could amortize it on the profits of 15 percent a year out of our profits, 
amortize the investment that the Government would make in the estab- 
lishing of the industry. 

Senator Symrnoton. What was your decision in that matter ? 

Mr. Burova. I thanked them; I thought it was a very good offer, but 
I wasn’t thinking of any third world war, and at the time I turned 
down the decision because of two very distinct reasons: 

One reason was that I would have difficulty getting any equipment 
out of Switzerland, so I could establish another plant in England. 

Secondly, I would be in conflict with the cartel and the trust over 
there, and we had big investments over there and I realized it would 
be injurious to our stockholders so I couldn’t undertake that project. 

Another consideration was that my own organization in the United 
States, which had to be put back and rebuilt so that we could go back 
into the civilian watch business—I was anxious to get back into our 
business and build back our civilian watch business, and I figured that 
we could not undertake it at that time. 

Our organization was too thin to enable us to take enough people 
out of it to establish another watch organization in England. 

That was in 1945 when I got back. 

As a matter of fact, the Air Force at that time wanted me to stay in 
research and development when the war was over with Japan. [ at 
that time felt that we had rendered sufficient service and I thought 
there were enough industries in America that were depending on Gov- 
ernment orders, and we were anxious to get back in our own civilian 
watch business, so I begged off. 

I said they could call on us whenever they got to a place that was 
difficult, but the war was over, and as far as I was concerned I wasn’t 
interested in the manufacture of munitions, 

In 1946 we stopped all our production for the armed services, never 
dreaming that anything ane happen. I never thought of a third 
world war. 

All matters that pertained to tariffs or anything with regard to the 
health of our commercial business was of primary interest to me, until 
1950, when Korea came on the horizon. 

We were called back in again. We were back again. We were 
asked to make jewel bearings, and the Chiefs of Staff had decided that 
it was important that we have a nucleus here for again making jewel 
bearings, which setup we undertook for a dollar a year. We were back 
in jewel bearings, which are now in production for the Government in 
North Dakota. 

It is a Government arsenal, but it is run by us for a dollar a year. 
We have organized and set the staff of people in there that are running 
it. 

I realized then how important the watch industry was to our 
national defense, and that without being related to Elgin, Hamilton, 
or the so-called American watch manufacturers, because we were never 
considered as purely American manufacturers because of our Euro- 
pean interests, because we are as much Swiss watch manufacturers 
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or even more so, than we are American watchmakers, I realized then 
the importance of this industry to national defense and I decided that 
if they wanted to preserve this industry they would have to take 
steps to keep it here. 

That was the problem. 

In regard to the slight increase in tariff that was recommended by 
the Tariff Commission—and, incidentally, I did not appear at that 
1954 hearing at all—the slight increase in tariff only amounted to 
about $1.05 on a watch, although it said 50 percent. 

On a $2.10 duty it only amounted to $1.05, and it only brought it 
to $3.15. 

We still could not produce in competition with our costs in Switzer- 
land and pay $3.15 duty for a very simple reason. A watch movement 
is almost entirely labor. The brass and steel that is in it might be 
worth 10 cents. But in a watch movement costing $10 to make there 
is probably 10 cents worth of material outside of the jewels, $9.90 
almost, is labor, and overhead. 

So we could not compete on a movement that we can produce in 
Switzerland for $4, and adding $3 duty made it 7, we cannot produce 
that watch in this country for less than $10.50 and $11, running it 
in a series of 100,000 at a time. 

But that is all due to labor costs. 

Senator Symineton. Mr. Bulova, I have to leave to go to another 
committee at 11 o’clock, but I would like to ask a couple of questions 
before I go. The chairman said I can. 

Why do you think this obvious evasion of our customs laws and 
regulations has gone on? What do you think is the basic reason for 
it? 

Mr. Bunova. Well, the Treasury ruling permitted the evasion. It 
was a matter of their ruling in regard to the interpretation of the 
law. 

Senator SymineTon. You are a smart businessman. I would like 
to know why you feel that the Treasury would rule against the tax- 
payer in this case. There must have been trade talk about it. 

Mr. Bunova. I did not understand it either. But I will say this: 
Since the tariff hearings, I have noticed that the Swiss trust over 
here has a lot of money to spend, and they have spent millions of 
dollars in propaganda and in lobbying. 

Senator Symrneron. I want to ask you about that. We found in 
the case of tin, that the price was fixed artificially with the coopera- 
tion of the State Department, because really it was foreign aid and 
it was not only not approved by the Congress but it never came before 
the Congress. To the best of your knowledge, was there any State 
Department interest in giving foreign aid to Svitzerland through the 
prices of watches ? 

Mr. Butova. Well, I have always found our State Department offi- 
cials, commercial attachés in Switzerland, whom I have kffown very 
well—I have known Leland Harrison since before the war, and I have 
played golf with them on weekends—they have always been very 
favorable toward Switzerland. 

Senator Symineton. I know him well, too. Do you think there 
was any collusion on the part of the Swiss Government in order to 
get an interpretation of this law which, I think it is fair to say, you 
believe is a phony, this interpretation ? 
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Mr. Butova. That is right; it is. 

Senator Symrneron. Was there collusion between this Government 
and the Swiss Government ? 

Mr. Buxova. No; I think it was the general policy of the State 
Department to favor. 

Senator Syminoton. The general policy of the State Department ? 

Mr. Butova. Yes, to favor. And the fact, I suppose, of the trade- 
not-aid idea was an influencing factor, not to put any obstacles in the 
importations. That has been the general policy of the State Depart- 
ment, the reciprocal trade idea, I imagine. 

Senator Symineton. Based on the witness that we had yesterday, 
from Hamilton Watch Co., I believe it was, this evasion is just not 
straight. You either have an adjusted watch or you do not. How 
coud tila go along so long without somebody pointing it out? Why 
do we suddenly 

Mr. Butova. The question has been raised from time to time, Sena- 
tor, but it has always died somewhere along the line. 

Senator Symrneton. How has it been raised ¢ 

Mr. Butova. Well, for example, I remember Harry Durning, who 
was collector at the port of New York for a good many years. It 
seems one day he went to Tiffany’s to buy a watch, a thin platinum 
watch, and he opened it up. When he looked at the movement—he 
was looking at it under a microscope—he noticed a little engraving on 
the corner, and he said, “What is that marking,” and they said to him 
“That is marked that way on account of custom duty. But it is ad- 
justed, it is only marked that way, and it comes in at a lower rate 
of duty.” He felt he discovered something that was a great idea. I 
remember him raising the question, and he figured he was going to 
find out that we had been losing in Customs—after all he was collector 
at the port of New York 

Senator Symineton. I know him. 

Mr. Butova. He is still around, I guess, Harry Durning; isn’t he? 

Senator Symrneron. I do not know. I have not seen him in some 
years. 

’ Senator Benver. Mr. Bulova, you know, I can only think of this 
business in a personal way. I have been a legislator for 25 years, 
with 15 years in Congress. I have no relatives or no one ever con- 
tributed to my campaign from the watch industry. As far as [ know, 
I do not know of a single person anywhere in the watch business. You 
speak of this strong lobby. I have never been approached by a watch 
manufacturer or anyone associated with the industry at any time in 
my life regarding any matter affecting this industry. I come in here 
cold. I did not know we were going to hold these hearings until I 
got here. I do not know where the lobbyists operate, or who they 
operate with or on. I just cannot quite understand where this Swiss 
Government is spending their money. I have not even had them buy 
me an ice cream soda. How do they operate? What do they do? 

Mr. Butova. Well, of course, have you been noticing their ads in 
the paper, the Watchmakers of Switzerland, in the past 3, 4, or 5 
months, taking exception to the increase in tariff. They have had full 
page ads in about 50 newspapers every month. 

Senator Benner. The only thing I know is that I have-—— 

Mr. Botova. They have a $2 million or $3 million budget. 
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Senator Benper. I have one watch company in Ohio, as far as I 
know, and that is Gruen, in Cincinnati. 

Mr. Butova. They do not manufacture watches. 

Senator Brenper. I do not know anything about their business. I 
have not been approached by them, but I am concerned about them. 

Mr. Buxova. They are importers. 

Senator Benver. [ am concerned about any business in Ohio. I am 
concerned about protecting them, if I can, without their even having 
asked me, just as I would protect you if you were competing with 
someone in England or any other place. 

Mr. Butova. Well, they are not watch manufacturers in Ohio. 
They have a plant in Switzerland and they import from that plant in 
Switzerland. They do not manufacture any watches in Ohio. They 
assemble a few there. They had the permission to assemble 75,000, 
21-jeweled watches. 

Senator Benper. Do they manufacture anything other than 
watches in Ohio? 

Mr. Butova. The watch cases. They have a watch case plant there, 
They make their watch cases. 

Senator Benper. I know they have a tremendous plant. They 
must have a lot of employees. 

Mr. Bunova. Yes, and they also were manufacturing a 509 fuze 
series which they got. The Swiss watch trust, under the pressure of 
Senator Taft, finally accorded the Gruen Watch Co. the privilege of 
making 75,000, 21-jewel watches a year which were in this high cate- 
gory of tariff. But the escapement and all the parts that went into 
those bridges they make here were imported from Switzerland. ‘hey 
cannot manufacture a complete watch. They are not equipped to 
make a complete watch. They assemble them in Cincinnati, in that 
plant, in their watch case plant, where they make watch cases and 
assemble these watch movements. That was an agreement they had 
with the trust, and they had this allowance. 

Senator Benner. When did that happen ? 

Mr. Butova. I think some time in 1947 or 1948. 

Senator Benprer. I cannot understand how Senator Taft had such 
great influence with the administration—— 

Mr. Butova. Not with our administration, but with the Swiss 
administration. 

a Benper. Do you mean Senator Taft had influence with 
them 

Mr. Buwova. Yes. He influenced through his request that they be 
permitted to make 21-jewel watches, some watches in Cincinnati, and 
they were granted by the trust the privilege of making 75,000 watches 
a year. This will come out in the antitrust investigation which the 
Department ef Justice is conducting against the Swiss watch industry 
right now. Weare part of that one, too. This will be disclosed, be- 
cause we also were compelled to make an agreement with Switzerland 
on how many movements we would make in the United States versus 
the ones we would make in Europe, which are really the only ones that 
might be questionable under our antitrust laws. But for our com-_ 
pany, I had to enter into that agreement with the Swiss trust. Other- 
wise, they would cut off our shipments of parts to our Swiss plant. 
That is one of those things we know will be brought out on these 
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agreements by this antitrust investigation of the Department of 
Justice. 

We haven’t been heard yet, but those will be some of the things that 
are in question or, in other words, that might trespass their regulations 
over there, where their regulations might trespass against our anti- 
trust laws over here. That is the situation. That is the antitrust 
action against the watch industries, and we are all involved, all im- 
porters as well as manufacturers. 

The Cuatrman. Mr. Bulova, you have an exhibit that you have in 
front of you. Did you want to say something about that ? 

Mr. Butova. This is a safety and arming device which has three 
separate timing mechanisms in here which gives it a safety factor of 
one in a million, because all three must operate. It is two clocks and 
an electronic clock. They must all operate before this missile is in a 
position to operate or explode. You can see the clock, the watch 
mechanism in the bottom here. If you would care to look at it, I will 
be glad to pass it along for you to see. 

Senator Symrneron. Mr. Chairman, may I interrupt a moment? 

The CuatrmMan. Yes. 

Senator Symineton. First, I would like to say that the gentleman 
here is my cousin, Mr. Lloyd Symington, and I did not know he 
represented Mr. Bulova until last night. Secondly, I would like to say 
that the other gentleman over here is the former Assistant Secretary of 
Defense, Mr. Jim Forrestal’s lawyer, and a very patriotic and loyal 
gentleman from Alabama. 

The Cuatrman. Would you give his name? 

Senator Symineron. His name is Marx Leva. 

Senator Benper. I do not think anyone suspected anything. 

Senator Syminetron. I want to show you the character of the 
representation. 

The next thing is that I would like to say that Mr. Leva, in my 
opinion, is the foremost authority on the present unification law. 
Where Mr. Bulova is to me ringing the bell is that this instrument that 
he is showing us now is the future of war. In other words, ultimately, 
we will have missiles and we will not have piloted airplanes. That 
will come somewhere, in my opinion, between the next 5 to 20 years, at 
the outside. 

Therefore, Mr. Bulova, am I correct in stating that you are testify- 
ing here to your heavy financial loss, possibly, in the watch business, is 
that correct ¢ 

Mr. Butova. That is correct. 

Senator Symineron. And that the reason you are doing it is that 
America has been very good to you, and you believe that this country 
would be in a relatively helpless position unless it builds up the pre- 
cision instruments that only occur in the watch business, is that right? 

Mr. Butova. That is right. I have testified to that effect. 

Senator Symrneron. Is it not true that the National Security Re- 
sources Board at one time made a report in which they said that the 
watch industry was one of the four most important industries in the 
world, the production watch industry, to future war weapons? 

Mr. Butova. That is right. That is correct. I might say that Presi- 
dent Eisenhower, Senator Duff, and his Preparedness Subcommittee, 
Secretary of Defense Wilson, Director of Defense Mobilization Flem- 
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ming, have all stated categorically and unequivocably that the industry 
is essential to our national security. That has been stated in these 
hearings that were held by another Senate committee over a year ago. 

Senator Symineton. We had testimony yesterday that the watch 
industry was down to 18 percent production and 82 percent importa- 
tion. 

Mr. Butova. That is correct. 

Senator Symrneton. And further that we might go as high as 80 
percent if this tariff law, or regulation, was honestly applied, 80 per- 
cent in this country. Would you agree to that? 

Mr. Butova. We would have 80 percent of the market? Never. 

Senator Symineron. In America. I stand corrected. Counsel said 
it was 50 percent stated yesterday. 

Mr. Butova. I think we would be lucky to have 30 percent of it. 

Senator Symrinoeron. Thirty percent, if they enforced the tariff 
regulation as you think it should be enforced ? 

Mr. Buvova. It still means only $2 a watch. 

Senator Benper. I wanted him to follow through on that and say 
why he believes they would still have 70 percent. 

Mr. Buxova. It only means $2 a watch. There is still a $3 differen- 
tial. Furthermore, the truly unadjusted watch which could be brought 
in here at the low rate of tariff we would not possibly compete with. It 
is impossible to make it at that price. 

Senator Symineton. Mr. Chairman, and Senator Bender, will you 
excuse me? 

(At this point, Senator Symington withdrew from the hearing 
room. 

The Cuarrman. As I understood you a moment ago, Mr. Bulova, 
if the letter and spirit of the law were carried out and the duties levied 
that properly should be levied under the law, you would still have 
serious competition from abroad ¢ 

Mr. Butova. Of course there would be. 

The Cuarrman. And it would still be a struggle to survive, for the 
industry to survive, in this country even if the full duty was levied ? 

Mr. Butova. That is correct. 

The Cuarrman. In the past, during the past few years, I believe 
the testimony was yesterday that in 1930 you had about 80 percent 
of the market here in 1930 ? 

Mr. Butova. No. I think it was about 50 percent of the market in 
1930. 

The Cuarrman. And now it has gone down to where you have 18 
percent ? 

Mr. Butova. Now it has gone down to where we have 18 percent. 

The CuHarrman. Your most optimistic view is that if the tariffs were 
enforced and collected, that you would possibly get back to 30 percent 
of the market ¢ 

Mr. Butova. To 30 percent, which would probably maintain the few 
watch plants that are left. Nobody is going to invest in a watch plant 
and build it up, which takes millions of dollars, equipment, training, 
skilled labor. 

The CuHareman. In other words, there is no incentive for anyone 
else to enter into this industry in this country ? 

Mr. Butova. No;noone. We need the incentive to keep the people 
that you have in the industry at the present time, and there must be 
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an incentive for young people that can be trained as toolmakers, 
mechanics, and trained in thisart. "We need an incentive to keep them, 
because if the industry is dying, no young man is going to apprentice 
himself in the watch industry. 

The Cuarrman. It takes some years of apprenticeship to become a 
skilled artist in this field ? 

Mr. Butova. Ten years, in this kind of precision. 

The Cuareman. So there is really not much incentive now for young 
men to start? 

Mr. Butova. That is true. 

The Cuatrman. And what you have in mind, and I think it moti- 
vates all of us, is trying to save the industry we now have. 

Mr. Burova. That is right, to preserve what you now have. I am 
positive that no one, no capital investor, would think of setting up a 
watch plant, which is a long process of development and training, to 
make watches in competition even if you had this protective tariff. 
All you could do is—well, first of all you couldn’t get the machinery 
from Switzerland. The machines would have to be made by the 
existing watch factories, because it is all special equipment and not 
used in ordinary industry. The things that we make are not applicable 
to the ordinary industry. They do not use it. So it would be prac- 
tically impossible to set up another watch factory in this country and 
there would be no incentive there for a capital investment even if you 
could because the amortization on the investment, commercially, would 
not be possible. 

It would be such a long-pull job that nobody would put it in, because 
of the differential in costs and even the slight difference in the cost 
of import. If you balance the cost of import to the domestic manu- 
facturer, you would be — pretty well. 

The Cuamman. Mr. Bulova, if these tariffs were collected on the 
basis of your construction of the law, they would be collected from 
you and also be collected from your competitor, and, therefore, you 
would not suffer any more than they. 

Mr. Boutova. That is right. 

The Carman. You would still be on the same comparable basis as 
you are now with reference to their competition. 

Mr. Butova. But we would have to be sure of that, because what 
would really happen is this: Take the unadjusted movement. There 
would have to be a differential, there would have to be a recognizable 
difference between an unadjusted movement and an adjusted one. 
The only recognizable difference that you could pessibly make as 
a protection to the consumer would be putting the unadjusted marking 
on the dial. I have thought of this considerably, and I have written a 
memorandum which I dictated last night, just 2 or 3 paragraphs, that 
I would like to read to you, because the marking would be a very 
important thing in enforcing this existing regulation or any new 
regulation that could be put out by the Treasury Department. 

Tf you do not mind, I will read it to you. 

The Cuarrman. We will be very glad to have you read it into the 
record. 

Mr. Butova. It is called “public policy aspects of requiring ‘un- 
adjusted’ to be marked on dial.” 

ere is a substantial public interest underlying this proposal, 
which warrants the vigorous assertion by our elected representatives 
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in order that trickery, chicanery, and technicality shall not be per- 
mitted-to interfere with high Government objectives. 

The public interest supporting this proposal is clear. It is twofold: 

First, to protect the American defense program by protecting the 
essential American watch industry. This was an important objective 
of Congress in 1930. It is even more today, the dschened high policy 
of the Government. Anyone who would argue against proper imple- 
mentation of this policy would be suspect of putting crasser values 
above defense considerations. 

Second, to protect the public against the palming off of inferior 
products as if they were quality products. 

To evade any new Treasury ruling designed to define “adjustments” 
and collect duties thereon, imperters will undoubtedly revert to ob- 
solete, unadjusted watch movements. Then they might claim no 
marking would be necessary. But the public would be cheated. To 
avoid such fraud, it seems clear that unadjusted watches should be 
required to be marked as “unadjusted” on the dial, as well as inside 
the movement as now required by law. Anyone who opposes this has 
a heavy burden to bear. What is his interest in misleading the public ? 

There are compelling reasons based on developments in the watch- 
making art and in merchandising of watches that require the marking 
“unadjusted” to be on the dial rather than merely on the top plate or 
bridge of the movement. 

The Tariff Act of 1930 required this marking to be “conspicuous 
and indelible” to protect the consumer. In those days, however, mostly 
movements were imported, not cased watches with dials. 

Now in the new era of waterproof, self-winding watches, a consider- 
able number of watches are imported in final casements. Certain] 
“conspicuous and indelible” marking requires the word “unadjusted 
to be on the dial. To hide the marking underneath the dial is to 
defeat the notice. Unless the buyer knows, he is deceived. 

What reason can there be to conceal the notice? 

It seems obvious that any opposition to such dial marking would 
be equivalent to saying, “Let’s warn the buyer against an inferior 
product, but let’s see to it that the warning is not seen by him.” 

This is another illustration of the “up-jeweling” frame of mind 
which sets up deviousness, chicanery, and evasion of Treasury regula- 
tions as smart practice. If the essentiality of an American industry 
were not involved, this might be merely unethical conduct. 

In view of the public policy to protect the defense potential of 
American watchmakers, this is much worse. It is undermining a 
defense arm of war preparation. 

When the sindliel spabbia interest of protecting the buying public 
from fraudulent merchandise is also considered, the conclusion is 
clear that dial marking should be prescribed for all imported watches 
which would be, or might revert to, nonadjusted mechanisms to evade 
the tariff. They should reveal that they are unadjusted conspicuously 
and indelibly. 

This is not such a complex thing as everybody would make it appear 
to be, including the Treasury Department. I am not taking any 
issue with the present Treasury Department, because when these regu- 
lations were put through they were not done by the present. personnel. 
So that is not the issue. 
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The practices, as you know, in imports have been universal. It 
is not that I have been doing it just for our company. It has been 
the practice, and “If you do not do it, you cannot compete.” 

Senator Benper. The only thing I can take issue with you on is 
the fact that the present personnel of the Treasury is almost identical 
with that, except for about 10 or 12 jobs. They are all holdover 
people, and you cannot get rid of them. They are frozen in, my friend. 

The CHatrman. Mr. Bulova, let me ask you a question or two, and 
you may want to consult with your counsel. Since you have testified 
to the importance of marking the watch on the dial so the purchaser 
can be informed, warned, as to whether it is an adjusted or unad- 
justed watch, could you tell us whether the present law is adequate 
to require that if the Treasury Department would issue such a ruling, 
or is it necessary that the law be amended ? 

Mr. Butova. No, I think the Treasury Department issued a ruling, 
it stated—a new law? The ruling, I think, would do. We have a 
memorandum on that. Our counsel has a memorandum on that. 

Senator Benper. How many times have you made an effort in years 
past to have the Treasury Department change the ruling? 

Mr. Butova. We have become interested really only in the last 6 
months, the last year. 

Senator Benper. Why had you not done it before? 

Mr. Butova. Before 1950 I wasn’t interested. I did not think there 
was going to bea war. We were importing watches. We were import- 
ing on the lowest duty possible for sales purposes. 

Senator Benper. This practice has been in effect, as I understand, 
for decades. 

Mr. Butova. That is right. We benefited by it. We benefited along 
with everybody else. 

Senator Brenprer. Why, all of a sudden, is there this concern for 
this particular thing aes the industry over decades—— 

Mr. Butova. The industry is going out. of business. You will not 
have a watch industry in this country. As a matter of fact, I stated 
at one of the meetings, where the Treasury was present, I said, “It 
seems to me that if you want to protect the industry, you can. That 
is not our responsibility. It is up to you. It is your responsibility. 
Why don’t you take it?” 

Senator Benper. Well, of course, we have a terrific responsibility 
here, and I can see that. This is just one phase, one very small part 
of our whole economy. However, this is the first time that anyone 
has ever called this to my attention. I have been around here a 
long time. 

Mr. Butova. The Armed Services Committee has gone into this 
pretty thoroughly. As a matter of fact, I told you when we set up 
this plant, we never expected to make munitionsein it. I never gave 
it a thought that it would have any relationship to our defense. It 
was created solely and purely as a supply in the event that we were 
cut off from our supply in Europe and we would stay in the civilian 
business. I came to that realization in 1945, and the war was over. 
I did not dream we would be called upon again. 

The Cuairman. Mr. Bulova, just to get this record emphatic, as I 
understand you, it is your belief that no amendment in the law is 
necessary to remedy this condition. All that would be necessary would 
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be for the Treasury Department to issue a ruling that the watches 
be stamped on the dial ? 

Mr. Butova. Stamped “unadjusted.” Iam not a lawyer, but I think 
that would be sufficient. If it is not adjusted, if I want to bring an 
unadjusted watch in at a low price, and I bring it in, and it is not an 
adjusted watch, and I print it on the dial that it is an unadjusted 
watch, I want to be able to bring it in. If I had an adjusted watch, 
I want to have a distinction in my classification, and I will pay the 
duty. At the point of sale, I will not be at a disadvantage. 

The Cuatrman. But the Treasury would have to go one step fur- 
ther, and that is to make certain that a watch that came in marked 
unadjusted was in fact unadjusted. 

Mr. Butova. Yes. That is correct. Aud they can tell that. 

The Cuairman. A watch comes in, notwithstanding the stamp on 
it, and if it said “unadjusted” but in fact it was an adjusted watch, 
such as has been testified to here that many of them now are adjusted 
to four adjustments, they are paying no duty on those adjustments. 

Mr. Buxova. That is correct. 

The Cuatrman. If the Treasury would simply make a ruling requir- 
ing them to be properly stamped on the dial, and then enforce the 
duty with respect to adjustments, collecting duties on adjustments, 
then there would be no necessity for a revision of the law. 

Mr. Burova. There would not be any necessity for a revision of 
the law. It could be just as it is. 

The Cuatrman. And you think the Treasury now has the power 
and the authority to do that? 

Mr. Butova. They have. I feel they have. I am not a lawyer, but 
I think they do. It would be a very simple regulation. They made 
a ruling where they permitted them to come through and mark them 
on the back. You could bring adjusted watches in, and they made a 
ruling if you brought them in marked “unadjusted” you did not have to 
pay the duty. Why can’t they say all right, if you are going to bring 
them unadjusted and not pay the duty, put the “unadjusted” on the 
front and we will recognize it. 

The Cuatrman. Where would you put it? 

Mr. Buvova. Here is my watch that says self-winding. 

Mr. Leva. Here is a picture of one marked “adjusted” in Bulova’s 
annual report, if you would care to have it, which is just out. 

Mr. Srwon. Where we mark them “adjusted,” they could be marked 
“unadjusted.” 

Mr. Leva. Here on Senator Bender’s watch, where it says wrist 
alarm, it could say underneath that “adjusted” or “unadjusted” as the 
case may be. I have just given to the chairman a copy of Bulova’s 
annual report, which shows a picture there of a watch with the mark- 
ing of “adjusted to six positions.” 

Senator Benper. This happens to be a gift. I have four wrist- 
watches and they are all gifts. As far as i am concerned, I am not 
concerned whether it is adjusted or unadjusted. I never had to buy 
a wristwatch because I got them for presents. I believe that practi- 
cally all of the watches that are being sold into the market are not 
purchased by the owner. They are purchased as gifts. 

Mr. Butova. An unadjusted watch will not keep the time of an 
adjusted one. You will find you will have variations in your time. 
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Basically, in adjustments, there is a very peculiar thing outside of 
positions. There is no sense regulating a watch to positions unless 
you have temperature adjustments built into the watch, which we do 
with an alloy hairspring which has a low coefficiency and which is 
not subject to heat and temperature changes. It would not keep time, 
with heat and cold, and there would be no use making the other posi- 
tion regulations. 

The CHarrman. Mr. Bulova, let me make this point. I believe 

rou can help us establish this in the record. There is a difference 
tween an adjustment and a test, is that not correct ? 

(At this point, Senator Mundt entered the hearing room.) 

Mr. Buvova. An adjustment and a test? 

The CHatrmMan. Yes. 

Mr. Butova. You test a watch for time. 

The CuHarrMan. By adjustment, you do not necessarily mean this 
watch has been tested. 

Mr. Buiova. No. But it can meet tests. It is adjusted to meet 
tests. 

The Cuamman. That, I think, confuses us sometime; or it does me 
as a layman. 

Mr. Bouova. It is adjusted to meet tests. 

The CuarMan. I thought in the beginning that an adjusted watch 
is one that you had tested and then you had done something to it to get 
it right so that it would keep accurate time. But an adjustment may 
be built into the watch in the course of its being manufactured. 

Mr. Butova. That is what it is. 

The Cuarrman. Therefore, that is an adjustment and it is an ad- 
inated watch to that extent when it is built in and not an unadjusted 
watch. 

Mr. Butova. That is right. 

The CuarrMan. But either the unadjusted watch or the adjusted 
watch may be subjected to a test. 

Mr. Buvova. Yes. 

The Cuarrman. Whereas the unadjusted watch would not meet 
the test and the adjusted watch would meet the test ? 

Mr. Butova. It would meet the test; yes. 

The Cuarrman. And the real test is that it keeps good time. 

Mr. Butova. That is correct. 

The Cuatrman. I think I understand it now, but I had thought in 
terms of adjustment as some kind of a test that you make. 

Mr. Butova. No, it has to be built in. That building in is quite 
simple. 

The CuarrmMan. You may build it in by using certain metals. 

Mr. Butova. We used to build it in by using what we called the bi- 
metallic balance. That was a balance wheel composed of brass and 
steel with a cut in the balance, which could contract and expand with 
temperature changes, and it compensated for a steel hairspring that 
would contract and expand. The cut balance and the weight of it 
did that. If it wasn’t a cut balance, you could not get that kind of 
compensation for adjustment, temperature adjustment, in a watch. 
Today, they have replaced the cut balance, the bimetallic balance, 
by a monometallic balance with a hairspring that is made of a special 
alloy metal which has low coefficiency, which is not affected by heat or 
cold or any temperature changes. 
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That, in itself, built into the watch, gives you the temperature con- 
trol or adjustment. What is the good of timing a watch in position 
and then finding that with heat and cold, as you exposed it, it did 
not keep time? 

Its basic adjustment must be first for temperature, and after tem- 
perature then they go into position adjustments which you would 
not put into a watch that is not adjusted to temperature. It would 
serve no purpose. 

The Cuarrman. In other words, today you build in the temperature 
adjustment. 

Mr. Burova. That is right. You did in the old days, too, you built 
it in, with a bimetallic balance wheel we used to build it in. 

The Cuarrman. And after you get that adjustment of temperature 
by building into the watch, what is the next adjustment with reference 
to position? How does that adjustment fit into the watch? How 
do you get the adjustment of position ? 

Mr. Butova. That is by poising the balance wheel. Poising the 
balance wheel means—— 

The Cuareman. I think I understand that from yesterday. 

Mr. Butova. You do? All right. If you take a bicycle wheel, it 
rotates evenly and there is no dead center on it. It will rotate in the 
air perfectly poised to show that it is perfectly weighted on its pivots. 

The Cuarrman. Is that adjustment built into the watch ? 

Mr. Butova. It is built into the watch. 

The Cuarrman. It does not take any manipulation or doing some- 
thing with the Watch after it comes off the assembly line? 

Mr. Butova. It is built in, but they can manipulate it even after- 
wards if it is running fast with the regulation in the center, they can 
weight it on both sides by putting little washers on the screws, or 
weighting the screws on the periphery, so as to adjust it so it becomes 
slightly heavier by weighting it. You can also reduce the weight 
while it is in the watch by taking some of the material off the screws. 

The Cuatrman. What is the next adjustment? We have had tem- 
perature and then we have position. 

Mr. Butova. It is simple as hanging and lying down. That is two 
positions or more. The third position would be pendulum down, the 
12 down and 12 up, which is the timing that we do in what we call an 
adjusted watch. 

The Cuarrman. That isa manipulation, isit? You place the watch 
in different positions? 

Mr. Butova. That is a test, to test to see whether the balance wheel 
has been properly poised, the temperature we know is built in, and 
now comes its performance, because you cannot get that kind of timing 
performance out of a watch that has not been adjusted to temperature 
and the blance wheel properly poised. 

The Cuarrman. Is an adjusted watch for position actually tested 
before it is imported ? 

Mr. Butova. Yes, right on the machines. 

The Caatrman. Then notwithstanding they have been making that 
test to make certain that it has that proper adjustment, they still mark 
it “unadjusted” and send it over here? 

Mr. Burova. That is correct. You could visit our plant in Jackson 
Heights, Long Island, where we have a plant, and visit our place in 
Bienne, Switzerland, and you will find that we are giving the same 
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processing to our movements here as we do there. You will find 
other Swiss plants doing the same processing as we do in Bienne, 
Switzerland. 

The Cuarrman. The other plants do the same thing ? 

Mr. Buxova. The same thing. 

The Cuarrman. And yet all of you have been sending those watches 
in marked “unadjusted” 

Mr. Buxova. Correct. 

The Cuarrman. In order to evade the taxes? 

Mr. Butova. What? 

The Cuamrman. You have all been sending them in here unadjusted 
to get the benefit of lower tax ? 

Mr. Buvova. That is correct, and on the invoice, as prescribed by 
the Swiss, we have to typewrite on it “timed but not adjusted.” This 
is permitted by Treasury regulations accepted practice. 

The CyHarrman. Now, those watches that are imported that have 
had these adjustments built in with temperature om also with refer- 
ence to position and which have been tested as you have testified to, 
which are shipped in here, marked “unadjusted,” is it necessary that 
they be given any further treatment or test before they are put cn the 
market and sold ¢ 

Mr. Butova. None whatever. 

The Cuarrman. None whatever ? 

Mr. Butova. No. 

The CratrMan. So they are actually in fact just as much an ad- 
justed watch as if you would write “adjusted” on it. 

Mr. Buxova. Correct; we wouldn’t change a thing. 

The CuatrrMan. You wouldn’t change a thing before it is sold? 

Mr. Buxova. Nothing. They come over here completely adjusted. 
All we do is drop them into a watchcase which is done for a cost of 2 
cents. 

The CuHarrman. You just put them in the case? 

Mr. Burova. That is right. Those that come over cased we do not 
do anything to. We are importing, for example, many watertight 
watches. We do not touch them or open them, because we would inter- 
fere with the hermetically sealed case. 

The CHatrman. Those watches that are hermetically sealed, are 
they being sent over here marked “unadjusted” ? 

Mr. Burova. The same way, but they are marked on the back of the 
bridge where you cannot find the marking and you cannot see it. 

The Cuarman. There is no way for the purchaser to see the unad- 
justed marking ? 

Mr. Butova. That is right. 

The CHatrman. May I ask you this: Are a good many of those 
watches being imported, those that are sealed ? 

Mr. Buvova. Yes; millions of them. 

The Cuarrman. And they are all marked “unadjusted”? 

Mr. Buvova. All marked “unadjusted.” 

The Cuarrman. But there is never any way that the purchaser can 
see that unadjusted marking ? 

Mr. Burova. Here is a watch advertisement, “The most accurate 
automatic watch in the world.” 

(Document handed to chairman.) 
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Senator Brnper. Is that your watch? That is the same watch as 
I have here. 

Mr. Srwon. That is right. 

Mr. Burova. Whose is that? 

Mr. Stmon. LeCoultre. 

Mr. Leva. It is not our watch. 

Mr. Bu Lova. That is advertised as “The most accurate watch in the 
world.” You can see on the back it is marked “unadjusted.” 

(Item handed to chairman.) 

Mr. Srmon. It says it is the most accurate automatic watch in all 
the world. 

Senator Benper. You know, I cannot quite understand some of this, 
I am trying to find the catch in this. I am trying to find 

Mr. Buxova. If you were buying a watch in the old days, in 1930, 
if you came to the average jewelry store where watches are ‘being sold, 
they sometimes used to open these railroad watches and let you look 
at them. But, today, in the sale of watches, nobody opens the back 
of a watch to show you what is in them. You can see in the papers 
some of the petty frauds that goon. They will advertise for $10.75 
a jeweled watch, and it has one jewel in it. And the one jewel serves 
no purpose at all. They can mark it “jeweled” because it has one 
jewel init. They call it a jeweled watch. 

Senator Brenner. You testify here that you have been a party to 
perpetuating a fraud for many years. 

Mr. Buvova. No. 

Senator Benper. You say your merchandise comes in marked in the 
same fashion. 

Mr. Buxova. Our imports have been coming, first of all, by the regu- 
lations prescribed by the Watch Trust in Switzerland, the watch cartel. 

Senator Benper. But you say this is a fraudulent practice. 

Mr. Leva. May I interpose just a word, Senator? I think the wit- 
ness said that if the Treasury issues a regulation now different from its 
other regulation, and if there is a downgrading by some importers 
so that they will avoid the new regulation—and there is a long history 
of attempts to avoid regulation—there will be a fraud on the American 
public | unless an unadjusted watch is required to be marked “unad- 
justed” on the face of the dial. 

You said earlier you were looking for the catch in this. I think 
the answer is there isn’t any catch. I think the answer is, as Mr. 
Bulova said there have been repeated efforts over a period of years, 
some by Bulova, some even earlier by Elgin, Hamilton, and Waltham, 
to have the Treasury issue a different ruling. But with the Treasury 
ruling on the books since 1940, and with the Treasury practice as it 
was from 1930 to 1940, any one importer, whether Bulova, Gruen, or 
anyone else, would, for competitive reasons, and in compliance with 
the Treasury regulation and practice, mark their watches unadjusted 
as they had every right to do under the interpretation and practices of 
the Treasury. 

What Mr. Bulova is saying is looking to the future, if the Treasury 
issues a new regulation, it must be a truly effective regulation, as we 
think it can be under existing law, or else it will be avoided. 

Senator Benper. Why would the Treasury during all these years 
want to continue the perpetuation of fraud ¢ 
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Mr. Leva. Mr. Simon, the vice president, would like to answer that, 
if he may. 

The Cuartrman. All right, Mr. Simon; you may be sworn, I guess, 
if you are going to testify. 

You do solemnly swear that the evidence you shall give before this 
Senate investigating subcommittee shall be the truth, the whole truth, 
and nothing but the truth, so help you God? 


TESTIMONY OF STANLEY SIMON 


Mr. Simon. Ido. I am very anxious to give you a little background, 
Senator, on the answer to that question which was originallv also posed 
here by Senator Symington. I think you have been talking around 
but not at it. 

The history of this adjustment problem goes back, of course, a num- 
ber of years, starting in 1930 when the law was passed. At that time, 
everybody adapted to the law immediately and brought in adjusted 
watches. This came up before the Treasury, and the Treasury spent 
many years thinking about it and finally issued their 1940 ruling which 
makes absolutely legal everything that has been done down to today 
by every importer who has been bringing in watches marked “un- 
adjusted” even though in fact they are adjusted. 

Now, they have time and again undertaken to review that Treasury 
decision at that time, and the same motivations that have stopped 
them from getting anywhere at that time still go. The adjustment 
problem has always been delicate, because it is so difficult to find out 
whether a watch is or isn’t adjusted just by looking at it. 

The question of position, the question of isochronism, which you 

robably heard about yesterday, because I understand there was a 
fees technical dissertation on these things, these are difficult tech- 
nical points. Of course, it is much easier if there was a clear distinc- 
tion, and the thing was marked there if it is adjusted or it isnot. But 
you could have a big debate, which certainly the Swiss manufacturers 
and the importers have been having with the Treasury over all these 
years, in order to come to some criteria on the basis of which you 
wonld say a watch is or is not adjusted. 

The great problem about it is that as fast as you create criteria, you 
can also create ways and means of avoiding the criteria. For ex- 
ample, somebody once suggested that you could create criteria and 
time these watches when they came in. If they are timed within a 
minute or 2 minutes, or whatever you want to set up as a standard, 
that that meant that they were adjusted, because they timed like that. 
It just happens that you can adjust those watches not to time within 2 
minutes, but deliberately to time outside of that, and pass whatever 
criteria you want to set up. 

Therefore, you would still get evasion. For this reason, for many 
years, this has been going back and forth. As recently as just a 
couple of years ago, the Treasury started this, as I am sure they will 
testify, started restudying this question. This is after 1950, after Mr. 
Bulova and the Bulova Watch Co.’s change of policy. There is no 
question that until 1950 Mr. Bulova and the Bulova Watch Co. were 
anxious to get in their watches just as inexpensively as possible from 
Switzerland, because that is the bulk of our business. 
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I also want to answer a former question of yours, Senator Bender, 
of how come only now this comes up. 

Bulova was never interested in this for another reason. When this 
factory was set up, starting in 1930 through 1940, you could make that 
watch in the United States for $4.50. You could buy it in Switzerland 
for $2.50, and put $2.10 duty, making it $4.60. So we were better 
off in the United States than we were in Switzerland. The history 
of this includes the fact that there has been an enormous increase in 
the labor cost of the United States as against a very controlled in- 
crease in Switzerland. 

Today, the $2.50 watch that was bought in Switzerland in 1939, let 
us say, costs $4, but the $4.60 watch bought in the United States at that 
time costs $10.50. So we have been thrown out of the American 
market Therefore, when we, due to our experiences in the Korean war 
and since, found that this defense essentiality was important, we got 
concerned about it, because suddenly we are going out of business in the 
American market. 

I can say that the Bulova Watch Co., the Elgin and the Hamilton 
Watch Co., can all afford to go out of the American manufacturing 
business and still be successful companies. But if you are interested in 
maintaining watchmaking skills in this country, there is no way to 
do it because of this change, unless what the President started last 
year and what may come out of this discussion now. 

Senator Munpr. Mr. Simon, what in your opinion impels the Treas- 
ury Department to adhere so fastidiously to this bizarre ruling which 
they must realize it to be? 

Mr. Simon. I want to come back to that. I want to fill in all these 
spots that it seems to me have come out of this discussion this 
morning. 

The Treasury Department, 2 years ago, started a brandnew discus- 
sion. They even sent out what they call a preliminary T. D., or some- 
thing, a draft proposal of how they would like to change the ruling. 
We received this ruling, and we are in favor of doing something about 
this ruling. But when we read this, and discussed this among our- 
selves, we were convinced that there was no protection for a lagi: 
mate operator, that people would go back to these old types of construc- 
tions which they could prove were not adjusted, which meant 
downgrading the watch, and which, therefore, would be a foisting of 
something on the public that goes back 20 years and puts it in a terrible 
product quality classification. Yet they could do that and avoid the 
duties, and the legitimate fellow would have the problem of paying the 
duties and being stuck with them, because he would be out of com- 
petition. 

It was for that reason that time and again as the Treasury has 
gotten into this thing, and looked in, even the American manufacturers 
who were always interested in this, whom you heard yesterday, have 
backed away from getting specific or trying to set up a criterion that 
somebody else oid avoid. It is only this concept that we are dis- 
cussing here this morning, once and for all of solving it, by marking 
on the dial if it is “adjusted” or “unadjusted,” when you have already 
got marking — under the law on watches, which will enable you 
to overcome this hurdle. I do not think once you did that you would 
have much trouble with the Treasury. 
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Senator Munpr. This watch you showed us with the magnifying 
glass, it would be there, to take it from the interior of the dial of the 
watch and putting it on the dial where you would see it? 

Mr. Suwon. Surely. Until that was developed by us in the watch 
business, we, ourselves, in favor of what you are trying to do, could 
honestly not get very enthused about it, because we could only see 
where you would wind up worse, not better. 

Senator Munpr. What reception do you get from the Treasury De- 
partment from this suggestion that you have made to them? 

Mr. Simon. No, we have not. 

Mr. Leva. That is on our American watches, where those watches 
are sold so marked. 

Mr. Burova. We do not mark any on the other ones. The jewelers 
sell them, and the timing and so forth are not marked. 

Mr. Smmon. I think it is important for that concept to get over, the 
history of this, that there have been attempts but nobody has really 
come up wih an answer that would not only solve the collection of 
customs but would also cause the prevention of fraud on the public 
and the handicapping of legitimate manufacturers and sellers of 
watches. 

The Cuatrman. If I understand you correctly, in the past every 
suggestion which has been made with reference to changing the rule 
or regulations, and setting up criteria, was one that could be evaded. 

Mr. Simon. Right. 

The Cuarrman. And you actually would accomplish nothing by 
making that particular change? 

Mr. Smwon. Right. You would have made it worse. 

The Cuatrman. But you believe that the proper solution to this as 
has been testified to by Mr. Bulova would be to require them to mark 
it on the front as well as on the back ? 

Mr. Srwon. First of all to require the Treasury to levy the duties 
as adjusted and to mark the dial on the front. 

The Cuarrman. First you mean the marking and then for the Treas- 
ury to check and See that the markings were not deceptive, that the 
watches were actually adjusted or it was actually an unadjusted watch, 
and then levy the duty accordingly ? 

Mr. Soon. That is right. I am not a lawyer either, but we have 
counsel on both sides here who have studied this thing and who feel 
that the Treasury has that power. If the Treasury does not have the 
power, it is a very simple clarifying amendment that would be needed 
in the law itself to effectuate this kind of a thing. Then it would be 
both true and fair, which is the thing we are interested in. 

The Cuairman. That is why I asked the question awhile ago, about 
whether the law really needed an amendment or whether the Treasury 
now has the power. 

Mr. Smon. Our counsel has a draft of a brief which I am sure they 


can make available. : 
Senator Benver. Referring to this that Mr. Bulova read, what is 


that? : 3 
Mr. Butova. That is just a statement on marking. I thought if 
you do not want to hurt the —— who are going to be truthful about 


this thing and really pay the adjustments on the watch, how are you 


going to protect them from an unadjusted watch that will not be 
marked on the front? 





pao SE RG 


wan 


err, 








Pi chs 


oa tab awe 


0 AOA NE Bia 


ass 


bRa 


mis CLARE ae 


SWISS WATCHES—ADJUSTMENTS 75 


Mr. Leva. The 1930 act of Congress said explicitly that the mark- 
ing unadjusted should be conspicuously and indelibly engraved on 
the watch. It went on to state where, namely, on the plate, and so 
forth. At that time, the technique of the art was such, as Mr. Bulova 
said, that watches were primarily sold through jewelers, and a jeweler 
would open the back of the watch and show you what a fine watch he 
was selling you, and conspicuous and indelible on the plate you could 
read, just as how many jewels the watch contained was also marked at 
that point. The change in both manufacturing and in the selling of 
watches that has occurred since results in a large number of watches, 
a very large number, being sold by department stores, drug stores, 
anywhere, where the watch is never opened. 

It is our feeling that Treasury, in all probability, could have au- 
thority in implementation of the action of Congress in 1930, to re- 
quire that it also be marked on the face of the dial. But if the Treas- 
ury should feel that the existing authority is not adequate, it would 
be a very simple change in law or clarification simply to say that in ad- 
dition to marking it on the plate, you shall also mark it on the dial. 

Senator Munpr. Let me ask whatever member of this tripartite 
panel before us can answer it best: Have you ever discussed the need 
for this change or the difficulties from which the United States watch 
industry is suffering with the United States Tariff Commission or any 
of its staff? 

Mr. Stmon. No. 

Mr. Leva. This facet has to do with Treasury and Customs, 

Senator Munpr. According to the United States Government or- 
ganization manual, the responsibilities of the Tariff Commission, it 
says on page 489, “It is the primary duty of the Commission to investi- 
gate and report upon tariff and foreign trade matters as required by 
statute.” 

Skipping a line or two, it says. “The Commission also makes 
studies, surveys or investigations on its own initiative.” 

The Commission on the same page is charged with investigating the 
administration, fiscal and industrial effects of United States Customs 
law, with studying in detail American tariff policies and their effects, 
and with keeping informed on foreign trade and trade control policies. 

So this falls squarely within the purview of their responsibilities. 
I am wondering if, in connection with trying to get a workable and 
an effective tariff procedure you have had discussions with them, either 
on this phase of it or any other. 

Mr. Leva. On other, yes. Mr. Bulova testified in May 1951. We 
would like to file a copy of his testimony at that time before the Tariff 
Commission with the committee. 

Senator Munpr. On this problem? 

Mr. Lev4. Not on adjustment but on the entire problem we have 
been discussing, defense essentiality, the maintenance of an industry 
in this country. While that is a good while ago, I believe he said the 
solution is a matter for the Government. It would be a little gratui- 
tous for us to say you should do thus and so. 

Senator Munpr. I am speaking of the problem of the diminishing 
watch company in America, as it were, because of the effect of the 
foreign competition, which is extensive because the tariff concept, as 
written by Congress, has not been implemented by the various agencies 
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and commissions and departments who have the responsibility to col- 
lect the tariff. 

Mr. Leva. The facets of this, Senator, have been told by Bulova 
and other companies. 

Senator Munpr. When you were before the Tariff Commission did 
you get remedial action ¢ 

Mr. Suwon. The American watch manufacturers—Hamilton, Elgin, 
and Waltham—had brought an action before the Tariff Commission 
in 1951 to get an increase in the tariffs and duties on watches under 
the escape clause. For weeks there was a wrangle before that Commis- 
sion between the importers of watches from Switzerland and the 
American manufacturers. Mr. Bulova did not testify until the very 
end, when it was suggested by the Commissioners themselves that it 
would be good to have a neutral person who had neither one interest 
nor the other, but both, or that could look at this thing objectively. 
If I may, I would like to read you a ae of paragraphs. 

The Cuarrman. Is that the testimony ! 

Mr. Stmon. This is the testimony that we would like to put into the 
record. This is the entire testimony. It is primarily a history of how 
the Bulova Watch Co. got to be, and how it got to be on both sides of 
this picture, and the fact that it did not care commercially what the 
Tariff Commission did about tariffs. 

The Cuarrman. That testimony of Mr. Bulova before the Tariff 
Commission may be filed with the committee for reference. It will 
not be made a part of the record. 

Mr. Srmon. All right. 

Senator Munpr. He wanted to quote it. 

Mr. Srmon. I did want to quote out of it. 

The Cxtarrman. The Chair did not want to stop you from quoting, 
but I wanted to permit you to file. 

Mr. Srmon. ee the course of this thing, Mr. Bulova clarifies the 
fact that he feels that—first of all, Bulova has no commercial interest 
in whether it is increased or decreased, because we were making 
watches and are niaking watches in Switzerland and in the United 
States. If you increase the tariff we will make more here. If you 
decrease the tariff, we will make more there. That is no question. 
He says: 

The real problem at this time and at all times is it is important for us to 
consider the impact of Government and trade policies alike upon our national 
defense. My earliest interest in the development of American production in 
the late 1920’s was derived from a concern that somehow my country might be 
cut off from its source of supply in Switzerland. Starting in 1930 our company 
undertook a studied and considered course of building up an American unit of 
production so that our trade outlets would not be wholly dependent upon any 
outside source for our products. 

Between 1930 and 1942 this objective was achieved. My company has felt 
wholly justified in this course of action if for no other reason than because in 
World War II we were able to make a very substantial contribution to defense 
production which I have already described. 

The real immediate problem, as I have mentioned, is fixing the role of this 
industry in the defense picture. How many precision timing instruments will 
be needed in the event of all-out war? What is the minimum productive capac- 
ity of toolmaking facilities and reservoir of skilled personnel that will be needed 
for this purpose? Is the present condition of the jeweled watch industry suf- 
ficient ; if not, what trade policies or what nontariff programs are necessary? 
Should a domestic jewel bearing industry be established? The industry and 


the Government officials should join their efforts to appraise this situation and 
seek answers to this question. 
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Senator Munor. I want to read you a paragraph from page 490 
of this manual and ask you a question. 

Speaking of the Tariff Commission, it says: 

It is authorized to investigate the volume of importations, compared with 
domestic production and consumption, the effect of foreign export bounties and 
preferential transportation rates, the conditions, causes, and effects relating 
to the competition of foreign industries with those of the United States and 
cost of production. 

That is the instant problem. The Tariff Commission has the re- 
sponsibility of investigating this on its own initiative and coming up 
with remedial suggestions. It has a responsibility of protecting the 
American producer. It seems to me that if these conditions have 
prevailed, the Tariff Commission is seriously in error for not having 
taken action. I want to know what resulted from these hearings 
which Mr. Bulova testified. 

Mr. Stmon. In 1951, the Tariff Commission at that time reported 
that it found that the domestic industry was being injured and recom- 
mended that the President help the situation. 

Senator Munpr. What happened ? 

(At this point, Senator Jackson entered the hearing room.) 

Mr. Stmon. That was under President Truman. He turned down 
the report of the Tariff Commission, with a stipulation that since 
there was a defense element introduced into the picture, that he would 
appoint a special interdepartmental committee of the United States 
Government under the chairmanship of the National Security Re- 
sources Board to study this problem. That Commission went into 
effect and made a report at the end of 1952, in which it said, and this 
is the first time that I know of in the history of American industry, 
that it declared the American jewel watch industry absolutely essen- 
tial to national defense. 

It made seven recommendations of possible things that could be 
done to help. Number 1 was an increase in the tariff. Number 2 
was the putting on of quotas or some similar type of handling. Num- 
ber 3 was a subsidy. Number 4 was placing preferential orders by 
the Defense Department. Another one was to order watches and 
stockpile them or something. But in one way or another, to keep 
American craftsmen working. 

Senator Munpr. And not included in the seven, apparently, was 
this suggestion which you have now come up with about labeling them 
on the face. But at least we have now established in the record that 
both the Tariff Commission after their study found that there was 
need for some corrective steps and this Presidential commission found 
the same need for some corrective steps. 

Mr. Simon. There was more. 

Mr. Buxova. Frankly, Senator, you are raising the question of the 
adjustment question and the evasion of traiff brought this out into 
the light, because this had not been taken up by anyone at the time. 
Here was a Treasury ruling that we just abided by, and there was 
nothing we could do about it. 

Senator Munpr. At the time of your previous complaint in 1951, 
before the Tariff Commission, the Tariff Commission did not have 
the benefit of this suggestion ; is that right ¢ 

Mr. Butova. That is right. 

€62—56——6 
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Mr. Simon. We did not complain. I want you to understand that. 
I want to finish the history by saying that was 1952, and the new 
administration came in the Ist of January 1953. 

The American watch manufacturers, not including Bulova, made 
a second request and received a second hearing before the Tariff Com- 
mission in 1954 along these same lines. Mr. Bulova did not appear 
at allat that hearing. Nor did any representative of the Bulova Wateh 
Co., because that was being argued strictly along the commercial 
lines, and we to this minute have no commercial interests. On the 
contrary, if anything, our commercial interests are the other way. We 
did not appear at all, because simultaneous with that hearing be- 
fore the Tariff Commission was a hearing that was called—I wouldn’t 
say hearing, but a study that was called as a followup to the original 
National Security Resources Board study. 

President Eisenhower appointed his own interdepartmental com- 
mittee, this time under the chairmanship of the ODM, Dr. Flemming, 
and asked them to recheck this whole situation as of that time. That 
was going on just about the same time as the second tariff hearing, 
before which we did not appear. We did offer to appear before the 
ODM. 

Senator Munpr. What was the upshot here ? 

Mr. Stmon. The upshot was that the Tariff Commission again rec- 
ommended that something must be done for this industry. By this 
time, from 1951 to 1953, the employment in the industry had dropped 
from 10,000 people to 4,000 skilled workers. It had dropped that way. 
The Tariff Commission made its strongest recommendation. The 
ODM found, again, as the National Security Resources Board had, 
that this industry was essential to national defense, and something 
had to be done. 

Those two documents were filed with the President about the same 
time last year, just about this time, the end of June or the beginning 
of July. 

In the meantime, the Senate got involved in this thing, frankly, be- 
cause there was a report filed in the Congressional Record of a very 
unofficial character which took issue with all these findings of the 
governmental bodies. This was something that was perpetuated by 
the importers as a group, and they got somebody to put into the Con- 
gressional Record that anybody, whether it was Eastman or General 
Electric, could make watches, and could deliver marine chronometers 
on 6 months’ notice. Eastman Kodak wrote a letter to the appropriate 
spot in the Government that they never made any such ridiculous 
statement. At any rate, because of that, the Senate Armed Services 
Committee, under subcommittee No. 6 of the Senate Armed Services 
Committee, decided to investigate for itself what the situation was. 

The Curran. Is that the committee Senator Duff headed ? 

Mr. Stmon. Yes; and asthe third unit at the same time, it conducted 
a complete investigation. I would be glad to file for the record here 
a copy of that hearing and the studies. 

Senator Munpr. Was that in harmony with the other two ?¢ 

Mr. Srmwon. Completely. 

The CHarrRMAN. W That was it you wanted to file? 

Mr. Simon. I wanted to file first a copy of the actual hearings 
before the permanent subcommittee of the Armed Services Committee 
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of the United States Senate, which includes Mr. Bulova’s testimony at 
that time. 

The Cuarrman. That is an official document. It is available to 
the committee anyhow. 

Mr. Stmon. Finally, the staff study of that committee, which is the 
report of the committee, called the Essentiality of the American Horo- 
logical Industry, Staff Study of Preparedness Subcommittee No. 6 
of the Senate Armed Services Committee. That was recently pub- 
lished. 

The Cuatrman. That is available to us. 

Mr. Simon. That is Senate Document No. 49. 

Senator Munpr. We have built into the record the fact that all 
of these reports, commission studies, Presidential bodies, and congres- 
sional committees have come up with answers which are harmonious 
with each other that something should be done. We have an installa- 
tion of the Elgin Watch Co. out in my general area of the country, 
near where I live, in Lincoln, Nebr. It runs vaguely in my mind 
that something was done to help correct the American watch situation. 
Will you tell us what that is? 

Mr. Srwon. Yes. 

The CuarrmMan. Gentlemen, that is a quorum call. We are a minute 
or 2 past 12 now. 

Senator Munpr. Could he answer this question ? 

The CuarrmMan. Yes. 

Mr. Stmon. The President, based on those 3 reports, increased the 
duties on watches as much as he was allowed under the law to do 
so, which is roughly a dollar a watch, 50 percent. No sooner was that 
done than the Swiss immediately took evasive action to try to cir- 
cumvent the purposes of that increase by, No. 1, doing something 
that was against their own law for 20 years, permitting “up-jewel- 
ing”—bringing 17-jewel watches into the country and increasing them 
by 4 jewels after importation. This they had themselves avoided 
doing by their own laws for as much as 20 years, because it is bad for 
watches. It is not good to do that. 

Secondly, they invented new ways of facilitating up-jeweling, and 
this practically defeats everything that has been done to date. Now, 
we are trying here to get some Treasury ruling on that. 

Senator Munpr. To a layman, I do not understand how it defeats 
the tariff by up-jeweling the watch. 

Mr. Simon. I will tell you exactly how it was done, and very briefly. 
There is a rate of $10.75 per watch on watches with more than 17 
jewels in them. When we made 400,000 watches last year, made in 
this country last year, out of the 2 million total we sold, we made only 
the 21-jewel watch, because it is all we could economically afford to 
make. We hope to make more of those with this increase of tariff. 
We would be able to get a little bit more of that kind of business into 
thiscountry. When they proceed to permit up-jeweling and importing 
into this country the watches at the low duty, and for 50 cents add 
an extra 4 jewels and so forth, they completely knock out from under 
us the only thing left to the American watch industry to manufacture. 
That is the reason why you might say it is almost worse off now, rather 
than better off. We did get one Treasury ruling in that connection 
which took the most obvious type of up-jeweling and ruled against it, 
so that cannot be done. 
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As fast as that Treasury ruling came through, which came through 
and was effective in 6 months, the Swiss invented 4 new different kinds 
of ways of up-jeweling that may not be covered by that ruling. That 
is why we are before your committee this morning. 

The Cuamman. Counsel had one question to ask you before we 
recess. 

Mr. Kamerick. It is a very brief question. 

Mr. Bulova, has the concept of adjustment or an adjusted watch 
changed since 1930 when this law was passed ? 

Br. Butova. No. It is the same thing. 

Mr. Kamericx. That is all I wanted. 

The Cuatrman. Gentlemen, how about this afternoon? We have 
the Treasury officials. 

Senator Munpr. I have the conference committee with State, 
Justice, and Welfare. 

The Cuarrman. Suppose we set this at 2: 30 and give everybody as 
much opportunity as possible. 

Gentlemen, we thank you very much, unless you had something else 
you wanted to say or put into the record. 

Mr. Butova. You might have questions, if you would like, and I 
would say around. 

Senator Jackson. Mr. Chairman, I have just one question. 

I understand from Mr. Kennedy that you suggested putting the 
label “unadjusted” on, that the witness did. In addition, do you have 
any suggestion about whether it is possible to improve the situation 
by new regulations? Is there any foolproof regulation that can be 
devised that would cover this situation in addition to the fair trade 
procedures, shall we say, by requiring them to stamp on the watch 
“unadjusted ?” 

Mr. Srwon. I think it needs both the regulations and the stamping 
on together, as a foolproof measure. 

Senator Jackson. What about the suggestion that someone made 
yesterday, requiring that there be a certification by the importer that 
this is, in fact, an°unadjusted watch? In other words, placing the 
possibility of perjury. 

Mr. Suwon. I think it should be added to it. Anything that you 
can add to make it foolproof will make it better. 

Senator Jackson. Now it just comes in and they do not swear to 
anything. But if they are required to certify that they are in fact 
unadjusted watches, wouldn’t that then set up your criteria? 

Mr. Leva. All of these measures supplement one another. 

Mr. Butova. They still ought to stamp them. 

Senator Munpr. If you are not going to be back, I have one other 
question. You mentioned earlier, one of your panel, referring to the 
Swiss watch trust. Am I to understand from that that all Swiss 
watch producers are members of one cartel and work together ? 

Mr. Soon. Definitely. 

Mr. Leva. With Government sanction and Government legislative 
sanction for control. 

Mr. Chairman, if you should want us this afternoon before you 
start the other, we can do that. 

The Cuarrman. If we think of anything, we can call you. 
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Mr. Leva. Unless you want Mr. Simon and Mr. Bulova, they have 
to catch a plane and go back to New York. 

Mr. Stmon. I was going to suggest that after you have heard the 
other parties, either way, and have questions for us, we will be avail- 
able. 

The Cuarmman. Thank you very much. 

The committee will stand in recess until 2 : 30 this afternoon. 

(Whereupon, at 12: 10 p. m., the hearing was recessed, to reconvene 
at 2:30 p. m. the same day. 

(Members present at the taking of the recess were: The Chairman, 
Senators Jackson, Mundt, and Bender. ) 


AFTERNOON SESSION 


The Cuarrmman. The committee will come to order. 

(The members present at reconvening of the hearing were: The 
Chairman and Senator Bender.) 

The Cuarrman. Will you be sworn, Mr. Rose? 

You do solemnly swear that the evidence you shall give before this 
Senate Investigating Subcommittee shall be the truth, the whole truth, 
and nothing but the truth, so help you God ? 

Mr. Ross. I do. 


TESTIMONY OF H. CHAPMAN ROSE, ASSISTANT SECRETARY OF 
THE TREASURY 


The Cuairman. Mr. Rose, will you please state your name and your 
residence for the record ? 

Mr. Rose. My name is H. Chapman Rose. My residence is 3410 Q 
Street NW., Washington. Iam basically from Cleveland. 

The CHatrman. What official Government position do you hold ¢ 

Mr. Rosz. Iam Assistant Secretary of the Treasury 

The Cuarrman. How long have you served in that & capacity ¢ 

Mr. Ross. Ever since January of 1953. 

The Cuarrman. Since January 1953 ? 

Mr. Rosz. Yes, sir. 

The Cuarrman. All right, counsel, you may 

Mr. Kennepy. Mr. Rose, as you ees the staff of this com- 
mittee has been looking into the question of the adjustments of watches 
in the last 6 weeks or 2 months, and over the period of yesterday and 
this morning we have taken some testimony in executive session regard- 
ing this question of adjustments. 

The allegations made to the committee and to the staff have been 
that watches coming into this country, particularly from Switzerland, 
and labeled “unadjusted,” are in fact “adjusted.” 

(At this point Senator Ervin entered the hearing room.) 

Mr. Kennepy. I think you are aware of that allegation yourself, 
or the allegations ¢ 

r. Rosg. Yes, sir. 

Mr. Kennepy. They were made to you, I take it ? 

Mr. Rosg. Yes. 

Mr. Kennepy. Could you give the subcommittee your position on 
that, what you have found from your investigation, and what decision 
or conclusion you have come to from your study of this matter ? 
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Mr. Rose. Well, Mr. Kennedy, to answer that question I think I 
ought to get into being clear on what we mean by the word “adjusted,” 
because, as you know, the word “adjustment” is used in the Tariff Act 
of 1930 and has been defined in a certain way in the rulings or interpre- 
tations issued under it by the Treasury Department. 

There have been arguments, serious arguments, made over a period 
of ay that that definition is a wrong one. 

The Cuarrman. Is what? 

Mr. Ross. That that definition is not the correct one. 

The Cuarman. What definition are you talking about? 

Mr. Ross. The definition in the Treasury rulings interpreting the 
Tariff Act of 1930 That definition, to get that clear on the record, 
is to the general effect that a watch is an adjusted watch—I think it 
states itself in reverse, that a watch is not adjusted unless it is manipu- 
lated otherwise than during assembly to produce adjustments for 
temperature, isochronism, and position. 

Mr. Kennepy. That was the decision in 1940? 

Mr. Rose. That was the 1940 decision, which is still the position of 
the Customs Bureau in that regard. It has been argued, of course, 
that the state of the art has progressed to a point that the equivalent 
of what was produced by a process after assembly of the watch is now 
produced in the process and manufacture of the watch, and that 
watches manufactured in that way are or should be regarded as ad- 
justed watches. 

Those are, broadly speaking, the two definitions of adjustment that 
I want to get clear before I answered your question. Taking the 
Treasury definition 

Mr. Kennepy. When you talk about the Treasury definition, you 
are talking about the decision of 1940 ? 

Mr. Rose. That is correct. In other words, that adjustment is a 
post assembly manipulation, if we may use shorthand to describe it. 

Taking that definition, I had not been aware until recently that 
there was any substantial allegation of evasion by the bringing in of 
adjusted watches ‘so defined and marking them unadjusted. 

When we considered this matter beginning in the summer of 1953 
and running through to June or July of last year, I was aware that 
there was an argument that there were marginal cases of watches 
which had something done to them after assembly which did not rise 
to the level of adjustment and were being marked unadjusted. 

We, at that point, began negotiations with the Swiss to get more 
information on the invoices as the watches came in, to determine 
whether the processes being uesd on them should be regarded as ad- 
justment or not. 

More recently, in fact last week, Mr. Sinkler, of the Hamilton Co., 
came in to see me and brought in some advertisements and some watches 
which, on the face of them, would seem to indicate that there was a 
blatant violation in those cases. In other words, that watches were 
being advertised or described in documents as adjusted, but then 
marked “unadjusted.” 

On hearing those allegations, we asked Mr. Sinkler for the material 
and information that he had, and put together a group who are now 
at work, primarily in New York at this time, running down those, and 
also trying to check on that situation in other ways, to determine what 
the facts are with respect to the situations Mr. Sinkler brought to our 




















ie = 


PO Bh. 


SWISS WATCHES—ADJUSTMENTS 83 


attention, and also doing some independent investigations to see 
whether we can run onto similar things in other ways. 

Mr. Kennepy. I would like to get back to some of the statement 
you just covered, but on this decision that was made in 1940, as I under- 
stand it, there have been allegations that there was fraud involved in 
that decision, is that correct ? 

Mr. Rose. Would you like me to give you the story on that? 

Mr. Kennepy. Yes, would you? 

Mr. Ross. The first time that came to my attention was in Janua 
of this year, when we had a report in the Treasury from the FBI that 
an anonymous informant of theirs, whose name they did not give us 
at that point, had given them information to the effect that that 
decision of 1940—it was not described precisely this way, but it was 
identifiable as that situation—had been rendered immediately after 
the 1940 presidential election and had been produced by a substantial 
campaign contribution in that campaign. 

Mr. Kelly was out of town at that time, I remember. The same in- 
formation had also been given, from what source I am not quite sure, 
to Mr. Andrews, the Commissioner of Internal Revenue. As soon as 
Mr. Kelly got back—I should have introduced him. He is the Com- 
missioner of Customs. 

The Cuarrman. Introduce the gentlemen accompanying you for the 
record. 

Mr. Rose. Mr. Kelly is Commissioner of Customs, Ralph Kelly, 
of Philadelphia, who became Commissioner in April of 1954. And this 
other gentleman is Mr. John P. Weitzel, who is my assistant. 

I brought Mr. Kelly and Mr. Andrews together and we considered a 
plan for the investjgation of this allegation, both in Internal Revenue 
and in the @ustoms. We detached a secret service agent thereafter, as 
soon as we had assembled the files in the matter, to run the allegation 
down. 

He spent a good deal of time on it over the last period of 6 weeks to 
2 months, I would guess, and has interviewed the informant whose 
identify the FBI subsequently advised us of, interviewed everybody 
that the informant referred him to, and also everybody in Customs 
or out of it that could possibly have played a part. 

The result is to date that we can find no evidence to substantiate that 
allegation. It came from a person whom the FBI subsequently ad- 
vised us was not of good reputation for reliability. He referred us, 
as his source, to a person who denied ever havimg made the statement, 
and confirmed the fact that the original informant was not a reliable 

erson. 

: As to the people in the Customs, the result of interviewing them 
was to the same effect. So I would say that the investigation estab- 
lished the fact that there was no evidence, really, to back up that 
allegation. I can go into that in more detail, if you like, but that is 
the substance of it. 

Mr. Kennepy. That is what I wanted to hear, unless there are 
further details. 

The CHarrman. You have concluded as a result of your investi- 
gation that the accusations and charges were unfounded ? 

Mr. Roser. Yes, sir. I should say this, as I indicated, the allega- 
tion was made both to Internal Revenue and to us, and I do not believe 
Internal Revenue has completed its inquiry. But the last time I 
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checked they had no information which would indicate otherwise. 

Mr. Kennepy. Mr. Rose, we have been presented, or have uncovered 
some documents both from the Hamilton Watch Co. and from other 
watch companies, and other people, regarding these advertisements 
that you mentioned, and also Mr. Sinkler in his testimony yesterday 
submitted some watches that had gone into Canada and had been 
marked “adjusted,” and which had come into this country and had 
been marked “unadjusted.” 

He stated under oath that they were exactly the same watches as 
far as their treatment was concerned, and that they came off the same 
assembly line, that exactly the same manipulation took place with 
those watches. Were you aware of that fact? 

Mr. Ross. If I may identify them, as to whether those were the 
watches—I am not sure. He had one group of watches that came 
from Macy’s, but that was not this group. 

Mr. Kennepy. That is not this group. 

Mr. Ross. I think he did mention those to us. 

(The items were handed to the witness. ) 

Mr. Ross. I ought to explain I am not an expert in the watch 
business. 

Mr. Kennepy. No, and it will probably not do you any good to 
examine them. You can see on the stems what they are. 

Mr. Ross. I remember that he referred to this situation. I would 
not even open them because it would not mean anything to me as a 
nonexpert person. We asked his counsel for a complete list of the 
cases which he had developed so that we could run them down. I 
do not know whether we have had detailed information on this one or 
not, as yet. 

Mr. Kennepy. At least, this is brand new information as of a week 
ago, anyway, as far as the Treasury Department is concerned, that this 
practice is going on ? 

Mr. Rose. I have checked that as far as I could in the period since 
Mr. Sinkler came in. It was brandnew to me, shall I say. I gather 
that one of the documents that he had, the document relating to the 
Tavannes watch, which dated from 1939, or some such time, was in the 
Treasury files. But that is the only bit of the evidence which he 
presented to me, which, so far at least, we have been able to run down 
as previously having been presented. 

Mr. Kennepy. We were also presented with this document which 
is an account, and outline of standard qualities of Swiss watches. 

Mr. Ross. Is that the Borel one? 

Mr. Kennepy. This is exhibit 14, Mr. Chairman. This is the Borel 
one in which they are stated to be adjusted but marked “unadjusted.” 

Mr. Ross. That is one of the ones that we have, and one of the ones 
that we intend to run down but have not had an opportunity to do so 
vet. 

The Cuarrman. Do you mean you have that document in your file? 

Mr. Rosz. That was one of the documents brought into us by Mr. 
Sinkler last week. 

The Cuarrman. You did not have it before? 

Mr. Ross. We had not found it, and I had not seen it theretofore. 

Mr. Kennepy. You will remember, Mr. Chairman, it states over 
here 5 different of watches and then it gives the fact that, for 
instance, the second one is very high grade finish, accurate adjustment 
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in 2 positions, within 15 to 25 seconds and marked “unadjusted.” It 
gives 4 or 5 watches, describing them. — aif 
~ | was wondering if you had seen this next letter, Mr. Rose, exhibit 
No. 1. 

(A document was handed to the witness. ) 

Mr. Kennepy. You might read the third paragraph out loud. 

Mr. Rose (reading) : 

By way of information, we desire to emphasize the fact that for over 60 years 
we are specializing in the manufacture of very high grade watches, with lever, 
fully jeweled, mostly 17— 


This copy is not too clear— 


17-jewel movements, adjusted to positions and temperatures, though marked 
“ynadjusted” when required, housed in strong and stylish cases. Thanks to their 
undoubted quality throughout, precision and elegance, our watches are ranking 
foremost among the best products of Swiss watch industry. 


That is dim, too. 

No, sir, that was not among the documents that we got from Mr. 
Sinkler and I had not seen it before? 

Mr. Kennepy. You had not seen it before? 

Mr. Rose. No, sir. 

The CHatrmMan. You will notice, Mr. Rose, that letter is dated 
1948. 

Mr. Rose. I do, sir. 

The CHatrmMan,. Obviously, it is genuine, and authentic. Appar- 
ently that indicates the practice has been going on at least since 1948. 

Mr. Ross. That is something, if we could get a copy of it, we would 
like to add it to our files. 

The CHarrmMan. We will supply a copy. 

Senator Bunver. The allegation is that this practice has been going 
on since 1930. 

The CHatrman. I know that, but I say obviously, from that, it 
would indicate it has certainly been going on since then—the letter 
itself. 

Mr. Ross. That is the purpose of the investigation that we started 
last week, as soon as we heard this. 

The Cuarrman. May I ask you another question in connection with 
that. You have been in the Treasury only about 214 years, but as I 
understand there have been conferences held regarding this matter 
with Treasury officials and Custom officials over the years, and these 
things have been called to their attention repeatedly. 

I am wondering why there is not more in your file down there than 
apparently what you found. 

Mr. Ross. Well, sir, I have a curiosity on that subject myself. I 
would like to say this, that I was into this subject in some detail, 
and I do net claim to be a master of it, over a period from July 1953 
to July 1954, during which time there were numerous conferences 
held with eprom (ep of industry on both sides, and briefs filed, 
arguing to the Customs that it ought to change its 1940 ruling. 

One of the things which had led me not to suspect the existence of 
any widespread violation of the ruling as on the books—in other words, 
the kind of thing that you are pointing to here—was the fact that 
this situation did not appear in those briefs that were filed. 
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In other words, the domestic manufacturers were arguing to us to 
change our interpretation, but I do not recall from that time any, 
but certainly no emphatic, indication that there was any widespread, 
at least, violation of the rules as they were drawn. 

The Cuatmman. On what did they premise their request for a 
change in the rules? 

Mr. Rose. Essentially this, Senator: The Custom’s definition of 
what constitutes an adjustment made in 1940 was, as I pointed out, 
to the effect that adjustment was a process that a watch went through 
after it was assembled, and then it was tested in various conditions 
and positions and manipulated after assembly to produce more accu- 
rate running under those conditions and in those positions. 

But essentially it was a process not a condition, not a condition 
that could be tested for or found by inspection of the watch. The 
argument that was being made to us was to this effect: The progress 
of the art as such, between the time of the Tariff Act of 1930 and 
the present, with new methods of construction, new materials, new 
precision methods of manufacture, had produced in a watch that had 
not been through a subsequent process, a condition equivalent to that 
which used to be produced only by that subsequent process, and that 
therefore we ought to change our definition of the word “adjustment” 
in the statute to take account of the progress of the art, and in one 
of several ways redefine adjustment so that watches that had not 
been through a process but which were up to a standard would pay 
duty. Essentially, that was the argument last year. 

The CuHarrMan. Have you come to any decision on that argument? 

Mr. Rose. Yes, sir. I disagreed with it for several reasons. I 
would be glad to give them to you if you would like to hear them. 

The Cuarrman. All right. 

First may I ask you this: Will you make copies of those briefs 
available to the committee? 

Mr. Rose. The briefs that I was just referring to; yes, sir. 

The Carman. I do not know whether we have them or not. It 
might become important to us to know just what the issue was at 
that time. 

Mr. Rose. Right. 

The CuarrmMan. If you will do that, make copies available, we will 
appreciate it. 

Mr. Rose. I will be very glad to. Your staff has had access to 
files on this, but I am not sure whether that was among the documents. 

The Cuarrman. I do not believe the staff is sure at the moment, but 
if they do not find them, do not find them in our files, we would like 
to have them. 

Mr. Rose. There are four reasons why I felt, when the question 
was presented to me, that we ought not to change,that interpretation. 

In the first place, I think as a lawyer if the question had been an 
original question I would have reached the same result based on the 
testimony that was given to the committees that considered the ques- 
tion in 1929, before the act of 1930. It was mainly testimony before 
that committee, various collateral considerations, such as the effort 
that was made in 1939 and 1940 to find a method of testing a watch to 
determine whether or not it was adjusted, ing on what the stand- 
ards should be for that test, and so on. Various considerations like 
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that would have, I think, lead me to the same conclusion had the mat- 
ter been an original matter. 

There were ‘other considerations, though. In the first place, this 
ruling had been on the books since 1940. I think it really had more 
age than that, because I think it simply crystalized at that time in a 
formal w ay what had been the practice before that time. 

One of the things that I have become convinced of in the experience 
with Customs that I have had since the time I have been in the Treas- 
ury has been the great importance of stability of decision. I think 
even more so than in the income-tax field, for reasons that I can 
explain. 

tr ‘he CuarrMAN. More so than the Supreme Court, too, I assume? 

Mr. Rose. No, sir, I would not go that far. 

Senator Ervin. More fidelity than to the decisions in the Supreme 
Court. 

Mr. Rose. I do feel, however, when we approach a ruling that has 
some length of years behind it, that we should have a pretty clear 
reason for changing it. 

In other words, be pretty convinced that it was wrong in order to be 
justified in changing it, because changes for slight reasons are un- 
settling to trade. 

The CruarrmMan. In other words, after you have made a ruling and 
it became a part of your regulations, the burden is on those who com- 
plain about it to establish the fact that it is wrong? You take that 
position? I think you would have to. 

Mr. Roser. I think so. I think pretty generally that is the fact. 

Senator Ervin. Is not your position a little more fundamental than 
that, and that is that you take the position that the construction has 
become so stable that any change in the matter should be done by the 
legislative rather than the executive branch of the Government ? 

‘Mr. Rose. It comes pretty close to that. 

Senator Ervin. Yes; almost to that. 

Mr. Rosr. That is especially true in this field since 1951 because 
when this question was previously reconsidered in the Treasury in 
1950, the point was not subject to litigation because the Reciprocal 
Trade Agreement Act as it then stood, did not permit a domestic manu- 
facturer to file what is called a domestic manufacturer's s protest and, 
if unsuccessful, to take that into court. 

In the amendment of the Reciprocal Trade Agreement Act in 1951, 
you will recall that prohibition was lifted, so that domestic manu- 
facturers protests became available again even as to items covered by 
trade agreements. 

So for 4 years, at this time, the propriety of this ruling as a matter 
of construction of the Tariff Act has wa subject to litigation by the 
domestic manufacturers and none has been filed. 

If that opportunity were not open to them, I think it would have 
made some difference in our approach, because I think we have a 
heavier burden if our conclusions are not subject to test in court. 

But since they now are, and have not been, and we had this standing, 
that, to me, was a consideration also. 

The fourth thing was this, that this question is to some extent in- 
volved with the Swiss trade agreement. While the formal ruling was 
not until 1940, and the Swiss trade agreement was made in 1936, the 
trade agreement did involve adjustments in the sense that it reduced 
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the duty a? adjustment from $1 to 50 cents, and, therefore, it assumed 
necessarily some definition of adjustment even though none appears 
in the agreement explicitly. Therefore, if we were unilaterally to make 
a radical change in what the definition was, to some extent, I think, we 
would be involved in a question with the Swiss. That really is just a 
facet of the argument of stability of decisions once arrived at. 

That is a little bit more important in this situation because it was 
involved in an international obligation as well as a domestic situation. 
Those were, in substance, the reasons that led me to feel then, and I 
still feel that way, that the 1940 interpretation as an interpretation 
of the Tariff Act of 1930 should not be changed. 

That is far from saying that I think that this is desirable or adequate 
or appropriate as a provision in the statute. That is not primarily 
a question for the Treasury, because that is a question really of what 
our tariffs ought to be. 

But we had a statute to enforce and the question of interpretation 
was the only one that was before us. 

(At this point, Senator Bender withdrew from the hearing room.) 

The Cuarmman. In other words, it is your duty to enforce the 
statute ? 

Mr. Rose. Yes, sir. 

The Cuarrman. But in the enforcement of it, you also have a re- 
sponsibility for interpreting it. If you have made an erroneous inter- 
pretation, I am sure your department wants to take whatever steps 
are proper to correct that interpetation. 

Mr. Rose. Yes, sir. 

The Cuarrman. Would you state whether, as of now, you still feel 
that the interpretation and ruling of 1940 is still correct, based on 
the law and on the facts as you now know them with respect to the 
watches that are coming into this country ? 

Mr. Rose. As far as the interpretation is concerned, I still believe 
that is the correct interpretation of the act of 1930. As far as the 
question of enforcement is concerned, I think that this consideration 
has developed some weaknesses which ought to be straightened out, 
or may have done so, which is the reason for the investigation we are 
now conducting pursuant to our recent information. 

Mr. Kennepy. Mr. Rose, as your interpretation of an adjustment 
or the Treasury Department’s interpretation of an adjustment differs 
from every other country’s interpretation of what an adjustment is, 
then there would not be anything wrong with what these people are 
doing at all. They could advertise in Switzerland or in England that 
the watches are adjusted, and send them there adjusted, and send them 
here unadjusted, and there is nothing wrong with that, if you say 
that your interpretation of an adjustment is correct. 

Mr. Rosr. I think you point, Mr. Kennedy, to the problem that 
I think we face, which is namely this, that in 1930, in the context of 
industry practices at that time, there was a pretty recognizable proc- 
ess which was known as adjustment. It was a test of what was a fine 
watch, and the fine watches went through it in order to be timed for 
heat and cold and running the same speed when they are fully wound 
and nearly run down and in position and so on. 

Mr. Kennepy. Mr. Rose, you will agree, for instance, on the posi- 
tion adjustment alone, that was done prior to the time of final assem- 
bly, asit isnow? You know that is true, do you not? 
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Mr. Ross. Well, I do not quite believe it is, sir. Of course, all the 
processes in the manufacture of a watch lead to its running as accu- 
rately as possible, and in all positions. 

On the other hand, the impossibility of determining adjustments— 
position adjustments—by looking at what the manufacturer does 
after assembly, is indicated by this same brief that I was referring to 
of year before last. I think this might be of some interest. 

The CHarrmMan. What is the difference between an adjusted or an 
adjustment as referred to watches being adjusted and a testing of 
them after assembly? Is that synonymous? If you test a watch, 
is that an adjustment ? 

Mr. Rose. Not in my understanding, sir. It is the process of test- 
ing plus then doing what the tests indicate in order to produce the 
running within the tolerance. 

The Craimrman. A watch might be tested and found sufficiently 
perfect that it would need no adjustment, and that watch then would 
not be an adjusted watch, though it performs as well as one that 
maybe had been adjusted. That is correct under your definition ? 

Mr. Rost. That is a theoretical possibility under our definition. It 
bothered us quite a lot when we were thinking of this question last 
year. ‘That is how our definition applies to the so-called naturals. 

In other words, watches that come off the assembly line in such 
perfect condition that they test out perfectly in all positions. 

(At this point, Senator Bender entered the hearing room. ) 

Mr. Rosr. We tried, actually, to amend our definition, or at least in 
the working stage, to take that expressly into account. We came 
finally to believe that was more theoretical than a real problem, be- 
cause if a manufacturer was doing that to his line of watches, he 
would do enough to each one of them so that he could properly mark 
them “adjusted.” 

He is rather committed because of the fact that the plates are all 
stamped for a particular line—in normal practice the plates are all 
stamped ahead of time—and he wants to produce an adjusted watch 
when he goes through that process. 

But I agree that is a theoretical anomaly that our definition gets 
us into. 

The Cuarrman. In other words, under your definition of 1950, and 
I am not saying it is wrong at the moment, but I am trying to get the 
practical application of it, no matter how perfect a watch came off 
the assembly line, and whether it ever tested or not, whether it kept 
good time, unless there was some manipulation of it, whether after 
test or before test, but anyway after it left the assembly line unless 
there was some manipulation of it—in other words, the adjustment 
of some part or doing something to the watch with the idea of im- 
proving its: performance—then that would remain an unadjusted 
watch, unless some physical specific thing was done to the watch to 
try to improve it. It would remain an unadjusted watch? 

Mr. Rost. That is, as I say-—— 

The Cuarrman. Under your definition, is that correct? 

Mr. Rose. Yes, sir. 

The Cuarman. In other words, your definition will only apply 
where a watch, after it comes off the assembly line, no matter how 
well it is manufactured, your definition would only attach and make 
it an adjusted watch where, after it came off of the assembly line, some 
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specific action to the watch was taken, some process was applied to it, 
something done to it to change it from the position that it was in 
when it came off the assembly line, is that correct ? 

Mr. Rose. That is correct. 

Mr. Kennepy. What if they found that there was something wrong 
with it, and they sent it back and they had to take it apart. Then 
they send it through the assembly line again and they check it and 
that is the end of it. Is that adjusted or unadjusted? It has not 
been manipulated after final assembly. The watch comes through 
the assembly line, they test it and find something is wrong, and they 
send it back, and they maneuver it or manipulate it and then they 
send it through the assembly line again, put it all together, and it comes 
off. It will not be manipulated after final assembly. Is that adjust- 
ment or not adjustment under your definition ¢ 

Mr. Rose. I would assume that is perhaps not adjusted. I am 
perhaps not in the best technical position to answer all questions on 
this thing. But that is like the case of the Ingersoll, for instance, 
where they will not keep time within a given tolerance, they put them 
back onto the line for remanufacture. 

Mr. Kennepy. Then, Mr. Rose, there is not any watch that is ad- 
justed, unless somebody wants to put it on to help sell it, but it could 
not possibly be a watch that is adjusted ? 

Mr. Ross. I think so, 

Mr. Kennepy. How can you manipulate the watch after final 
assembly ? 

Mr. Rose. You certainly ought to get a watch technician to talk 
about what they actually do. But I have heard the process described, 
a process by which if the watch in one position does not run the same 
rate that it does in another position, they screw in the screws in the 
balance wheel or screw them out, add weight, subtract weight. 

Mr. Kennepy. That is prior to the time of final assembly ? 

Mr. Rosr. No; they do it before final assembly to some extent, cer- 
tainly, but also that is a part of the process of adjusting after final 
assembly. 

In other words, while they try to poise the balance wheel accurately 
in the process of manufacture, it takes refinements on poising after 
manufacture. 

Mr. Kennepy. Then, Mr. Rose, if they do that prior to assembly, 
and it comes off and they test it, if they find it does not work, then it 
goes back through the assembly line and they fix it. But there cannot 
be any manipulation for position after final assembly. It has to be, as 
it was prior to 1930, prior to the time that the watch is finally 
assembled. 

Mr. Rose. Iamsorry. I am just not following it. 

Senator Ervin. Is there not this one trouble with your definition : 
The Hamilton Watch Co., for example, may manufacture the same 
style of watches, according to the same process, and some of them which 
operate perfectly when so manufactured would be unadjusted, and 
some which did not turn out quite so well and thereafter had to be 
altered would be adjusted watches ? 

Mr. Roser. That is what the chairman was asking me, and I agree 
that that is a theoretical possibility. 
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Senator Ervin. Under that definition, if customs wanted to ad- 
minister the law according to that definition, it would necessarily have 
to ascertain how that was in respect to each watch ? 

Mr. Rose. Well, the process that it had gone through after assembly ; 
that is correct, sir. 

Senator Ervin. That is right. And which would be an intolerable 
task that could not be performed, would it not ? 

Mr. Ross. Actually, that is the precise thing. We started out last 
summer negotiating with the Swiss to get on the invoices—in other 
words, as to each watch—what do they do to it in that way after 
assembly. 

Senator Ervin. Your position, as I see it, comes to this: Your posi- 
tion in this whole thing 1s going back to what the word “adjustment” 
or “adjusted” means as used in the act of 1930. What I am interested 
in is the question of since the change in the Reciprocal Trade A gree- 
ments Act, is it your opinion as a lawyer, that any domestic watch 
company would have a legal process by which they could find out just 
exactly that this living thought that had the skin of adjustment sur- 
rounding it meant ? 

Mr. Rose. Yes, sir; there is not any doubt about it. They can file 
a protest as to whether we have correctly admitted a particular watch 
marked “unadjusted.” If we deny that protest, they can litigate that 
in customs court. 

(At this point, the Chairman withdrew from the hearing room.) 

Senator Ervin. Is there any technicality about that ? 

Mr. Rose. Well, I have never done it. I have never practiced cus- 
toms law, sir. I have heard that it has the difficulties of litigation 
generally, but it is a process that is somewhat used, and it is available. 

Senator Ervin. I am interested in that field of it. Of course if 
they have a remedy by which they can determine the legal meaning 
and get another definition to put in words and phrases, it would strike 
me that might be a proper course. But on the other hand, if they are 
hamstrung by procedural obstacles toward getting a ruling, that would 
not afford them much remedy. 

Mr. Rose. Well, I would certainly be glad to—this isn’t much of a 
practical thing to say, I suppose, because I am sure that this would be 
contested litigation, but we certainly in the Treasury would cooperate 
in every way we could to expedite litigation if any were filed. But 
the fact that none has been was, as I indicated, a considerable deterrent 
to the alteration of a ruling that had been on the books that long. 

(Present at this point: Senators Ervin and Bender.) 

Senator Ervin. I do not quarrel much about that, because I have 
been complaining about the Supreme Court of the United States re- 
versing rulings 86 years of age without changing the phraseology of 
the Constitution. I am wondering if the attorneys dealing with cus- 
toms could submit to a committee a brief statement as to their opinion 
about the ease of a domestic watch company being able to get a ruling. 

(At this point, the Chairman entered the hearing room.) : 

Senator Ervin. It is a field of restricted branch of the law. A gen- 
eral practitioner would not have much of a notion about it at all. 

Mr. Rosr. The domestic industry, as an industry, is represented by. 
a very skillful firm of customs attorneys. If I may come back to it, 
[ made reference to the provision in the brief, or a statement, that they 
filed with us, which we will give you a copy or if you do not already 
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have it, in which they attach their recommendation for what our 
ruling out to be. I would like, if I may, to read it to indicate what 
they were driving at. 

Senator Ervin. Pardon me a minute. A lawyer who was more or 
less of a specialist, according to his testimony here in this matter 
yesterday, expressed the opinion that he did not think there was any 
way in which he could get a ruling from the court. I asked him a 
specific question. 

Excuse me for interrupting you. 

Mr. Rosse. Yes, indeed. I would be very interested in what he said, 
sir. It has been my impression that domestic manufacturers—— 

Senator Ervin. I asked him about this remedy, and he said: 

That remedy, if you might call it such, by way of manufacturers’ protest, 
is one which has seldom survived the motions to dismiss for various jurisdic- 
tional or technical defects in the pleadings. There have been very few instances 
where the courts have decided the matters on the merits. 

In other words, he intimated as the old lawyer in my country said 
he did not know what a technical definition of a motion was, but as 
near as he could figure it out it was a process devised to keep litigation 
standing still. But he expressed the opinion that the remedy was 
inadequate, and was very difficult. 

Excuse me for the interruption. 

Mr. Rosg. I gather that he is talking to the difficulties. 

Senator Ervin. The construction of the word adjustment is what 
we were talking about. 

Mr. Ross. He does not, I gather, deny that there is such a procedure. 
He simply says it is a difficult one which he had not much hope for. 

Senator Ervin. Well, he sort of intimated that it was a theoretical 
one that sort of existed in the contemplation of law but could not be 
arrived at in practicality. 

Mr. Kennepy. He points out it would be the Treasury Department 
of the United States on the other side defending the importers’ posi- 
tion in such a proceeding. 

It would be, let’s say, the Hamilton Watch Co. versus the United States in 
such a case. The proceedings is fraught with difficulty and few of them survive. 

The Cuatrman. In other words, his position was that while it is not 
only difficult, but what they would actually be doing is litigating 
against the Federal Government. You would have to defend your 
ruling. The Federal Government, the Treasury, would have to step 
in and defend the ruling. . 

Mr. Rosg. In form that is true, but in practical fact, it ifthe people 
who are importing the merchandise protested against who are the 
adversaries. 

The Cuarrman, If your ruling of 1940 was attacked in court, would 
you not feel it incumbent upon you representing the Treasury, or 
incumbent upon the Treasury, to defend that ruling in the court # 

Mr. Rosg. Yes, sir. 

Senator Benper. Mr. Secretary, there is so much to be done here 
and so little time to do it in that sometimes we have so many interrup- 
tions that we cannot stay with a job long enough to really understand 
what the score is. But I was here yesterday morning during Mr. 
Sinkler’s testimony, and I was here all morning this morning during 
Mr. Bulova’s testimony. I could not be here yesterday afternoon. 
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No doubt you have been informed that Mr. Sinkler testified that the 
tariff on these adjustments, on imported watches, has not been en- 
forced by the Treasury Department, resulting in revenue losses to the 
United States, conservatively estimated at $238 million since 1930. 

This is an executive session and, of course, I thought whatever was 
said here was off the record. But this morning I read some of the 
things that occurred here yesterday, and some conclusions that were 
reached. Unfortunately, the general public has an idea that there is 
somebody hornswoggling somebody else, and there something going 
on here that is not kosher. Under the circumstances, it is of great 
public interest. 

Mr. Bulova this morning testified that he has been a party to de- 
frauding the Government, although when I used the word “fraud” he 
rather resented it, and he did not like the application of the word 
“fraud.” But he had been content to go on and benefit from this 
ruling until only recently, I would say in the last few years. He has 
indicated that he is concerned about this Treasury ruling. He said 
the Treasury Department has erred in this ruling of 1940, in this prac- 
tice, and that obviously the watch industry of the United States is 
suffering to the extent of almost being driven out of the business be- 
cause they only have now about 18 percent of the total 100 percent of 
the business. He said in the event this ruling were aoa possibly 
the domestic watch industry would have 30 percent of the business. 

He does not indicate it will go as high as 50 percent. It was sug- 
gested, possibly, that they might increase their business. His conten- 
tion is that these watch manufacturers are a necessary branch of de- 
fense and that they are needed in order to keep our technicians and 
people werking at something that is required in connection with 
:indred industries or in connection with various defense projects. As 
you know the Bulova people are engaged in many defense items. They 
hired General Bradley and he is heading one of their departments. 
There was a glowing tribute paid to him by one of our committee this 
morning. I know how patriotic these people are. Ever since they 
have been working for the Government they have gotten out some won- 
derful brochures and charged it off to the taxpayers, charged it off to 
«expenses, and so on, and everything is covered by all of these com- 
panies. They live the life of Riley, and get a dollar a year, but they 
pay fancy salenkin 

[ was told of an airplane company the other day that was operating 
ona very elite basis. I was amazed to find this airplane company with 
the kind of equipment they had, and they were all doing it for dear old 
Uncle Sam. They were all being very patriotic. But they were 
getting out these beautiful handbills, and they are not interested in 
making money, they just pay themselves fancy salaries and the United 
States Government pays the freight. 

I do not mean to indicate that the Bulova people are animated by 
those low motives. I agree that they are a patriotic outfit. I agree 
that possibly there is something that is not kosher here, but I can’t 
quite figure out what it is or why it is that this develops now. 

Mr. Rosr. May I comment on that, sir? I have come to believe, 
and this perhaps takes me a little out of my proper sphere as simply. 
interpreting and enforcing the statute, but the more I have gone into 
this, the more it has a to me that here is what has happened. 
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Really, there were four ideas presented to the Congress in 1930, or 
1929, as to what might be done in this field. The first was the clear 
claim of the domestic industry that they were being damaged by 
having watches come in here marked “adjusted” which were not in 
fact adjusted and were being palmed off on the public as adjusted 
watches when they weren’t, and that therefore there should be a re- 
quirement of marking, and that the marking should carry the duty. 

In other words, if the watch was marked “adjusted,” it should pay 
duty, regardless of whether it was in fact. 

The second thing that was presented was that there was a process 
which fine watches went through, which was a process subsequent 
to manufacture. They tested them and fixed them so that they would 
run more accurately than watches which had not been through that 
subsequent process. 

A third idea which was presented but rebutted as impractical, was 
defining a given degree of accuracy, in other words, a test which would 
determine how accurately the watch would run, and that was suggested 
in a letter—I think you would probably be familiar with this—a letter 
written by the superintendent of the Naval Observatory, who said 
that that was theoretically possible but impractical. There was no 
agreement on what the test would be, it would take too long, and 
so on. 

The fourth thing was that certain forms of construction, certain 
metals, certain forms of construction in the watch, should be directly 
the subject of duty, just the way jewels are. 

Of those four, the legislation, in fact, enacted took two, it took the 
marking one. In other words, it clearly read into the statute that if 
you marked a watch “adjusted” and the number of adjustments, you 
had to pay duty in accordance with the marking, at a minimum. It 
took also, I believe, reading the whole thing in context, the concept 
that there was then in fine watch manufacture the process known as 
adjustment, which was manipulation after assembly in the way we 
have described. 

What has happened, and this was averred to by Senator Reed in 
the hearings, is since they were fixing a duty on the basis of whether 
something had happened to a watch, which you could not tell by in- 
specting it and you could not tell by the case, that that was not a good 
basis upon which to impose a duty. When that happens, of course, 
there is a motive to the manufacturers of finding some other way of 
producing the same result that the process had without going through 
the process. 

The art has changed, improved, and developed to the point where 
watches that do not go through that process are now as good as watches 
which in that day did go through the process. I think, as I was going 
to say to you, Mr. Chairman, before the hearing, that basically—I will 
say one more thing and then come to that. 

However, there is a limit to which the Customs or the Treasury 
can, what I would say, change the meaning of words in order to 
follow the development of manufacturing processes. That is a process 
that is more akin to legislation than it is to interpretation of legis- 
lation. It seemed to me, when I looked at it, as it did to the people 
in 1950 and 1940, that the meaning of the word had been pretty 
well crystalized in 1930, and it could not be made to mean what the 
domestic industry was urging. 
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I do think, however, that we are in a situation which, in other 
connections, we pointed out to the Congress last year, in connection 
with the customs simplification bill which was passed, that a tariff 
written in 1930 is in various respects obsolete as applied to 1955 
business. In other respects, there are many new products that have 
come into existence that were not even thought of at that time, 
which are having to be classified under language which has no specific 
application to them. 

I think this 1s another facet of that. 

My own feeling is that there are two things that perhaps should 
be done, and subject also to whatever you might do, and that is that 
in the review of the obsolete and anomalous provisions of our Tariff 
Act which were directed to be made by that act last year, the Tariff 
Commission should certainly consider this situation. 

I think it also should be the subject of consideration by the com- 
mittee which was set up in ODM, the interdepartmental watch com- 
mittee which was set up after the tariff action was taken last year, 
the escape-clause action, to raise the tariff on watches, to determine 
whether some action which seems to be legislative in nature rather 
than interpretative, is required in this field. 

The Cuarrman. Let me ask you another question. You get these 
watches by the millions, do you not? 

Mr. Rose. Yes, sir; I think they come 9 or 10 million a year. 

The Cuarrman. Under the existing law and under the rules and 
regulations of your department, what effort is made or what process 
or action, inspection, taken to determine whether a watch that is 
labeled unadjusted is in fact an unadjusted watch? Or do you just 
accept the label whether it is adjusted or unadjusted, stamped on 
there by the importer or the manufacturer ? 

Mr. Rose. Well, sir, here is the story on that. When we came to 
this conclusion last year, we felt it was necessary to strengthen the 
enforcement process because it seemed to us that, obviously, when 
we were making the criterion of duty, if something happened in Swit- 
zerland, we had no means of finding that out without more informa- 
tion on the invoice than we were getting. 

(At this point, Senator Ervin withdrew from the hearing room.) 

Mr. Rose. We took up with the Swiss at that time, or shortly 
thereafter, a series of questions, additional information, which we 
thought we ought to be getting. We took it up with them because 
of this fact: First, there was this trade agreement situation that I 
spoke of. But, also, any satisfactory enforcement would have to have 
their, to some extent, acquiescence because it would have to involve 
spot checking in their factories. We could not do that over their 
protest. . 

Therefore, we would have to have a reasonable acquiescence by them 
in the fact that what we were asking for was information that was 
appropriate for the purpose. 

We started to discuss that with them then. I regret the fact that we 
have not gone further, but we have not for two reasons: One, we began 
it just at the time of the tariff increase, and this whole watch thing 
became so highly controversial at that point that that slowed up 
discussions. Then there was another matter in this watch field that 
followed immediately on that, which was in our laps, which had to 
do with a thing which I think is even more serious than this situation 
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from the standpoint of the domestic industry, which was the develop- 
ment of so-called up-jeweling. 

The CHatrman. Yes, that has been before us, too. 

Mr. Rosr. Perhaps you know, then, that we had to get into that 
and make a ruling which, in effect, held that devices which were cal- 
culated to facilitate the introduction of additional jewels in this coun- 
try after the watch had arrived, in other words bringing it in with low 
jewels then up-jeweling it to 21, involved the use of “substitutes” 
for jewels, and was dutiable the same as a 21-jewel watch would be. 

I do not think that controversy is entirely at rest, because there are 
still fringe things that are being submitted to us. But that was also 
very controversial with the Swiss and further delayed this. 

(Juite recently they have indicated their willingness to talk to us 
along the lines we suggested. I have not pressed it immediately be- 
cause I wanted to have completed the investigation of the 1940 ruling 
to see whether there was anything to this allegation of fraud and pay- 
ment, because if there were anything wrong with that ruling in that 
way, that, of course, would have required a full scale re-do. That is 
one thing. 

The other thing is this, that in the course of the last month, in the 
course of investigation, and in the development of some information 
that Mr. Kennedy wanted, I think Mr. Kelly and I have come to the 
conclusion that there is a survival in the field organization of the Bu- 
reau of Customs, although not in the Washington bureau 

The CuatrMan. There is a what? 

Mr. Ross. A survival in the field organization of the Bureau of the 
idea that you can just accept the marking. We got out an instruction 
as soon as we began to feel that that was true. We got out an instruc- 
tion on the 23d to lay that one to rest. 

The Cuarrman. The 23d of this month? 

Mr. Rosg. Yes, sir. 

The Cuarrman. For years, then, it has been the practice to just 
simply accept whatever mark was on the watch, and to impose the duty 
accordingly ? ‘ 

Mr. Ross. That has not ever been, sir, the position of the Washing- 
ton bureau. I am afraid that some people in the field have operated 
on that basis. 

The Cuarmman. Do you know of any instance where they have not 
operated on that basis? 

Mr. Rosse. We were only able to develop in the last couple of years 
a couple of instances where they had challenged. 

The Cuarmman. Well, the instances that you have reference to since 
1930, there are only two instances where a watch was challenged on 
the basis of its markin 

Mr. Rose. I think th 
if I may. 

(The witness conferred with his counsel.) 

Mr. Ross. Our inquiry did not go back to 1930, but within the 
knowledge of the people who are presently operating the business in 
New York, where most of this is done—— 

The Cuairman. How long would that be? 

Mr. Ross. Five or six years—there were only a couple of instances 
of challenge, 
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The Cuarrman. We are just trying to get the real facts in this. 
Does that not afford great opportunity for subterfuge on the part of 
the importer ¢ 

Mr. Rose. I am afraid it does, Senator. That is why we 

The CHarrman. In other words, if I came in as a citizen after a 
trip abroad and brought along some property with me, 1 have to 
certify, make a return on it, showing what I am bringing in. That 
would be showing what I am bringing into this country. They do 
not accept what the citizen says by just looking at it and saying 

“Q, K.” and go on. They go through his grip and his luggage and 
ascertain whether he is telling the truth. Is that not true! 

Mr. Rose. Yes, sir; at least a spot check. 

The Cuatrman. A check to satisfy them, anyway 

Mr. Rose. Yes, sir. 

The Cuarrman. But that has not been the practice in the field of 
imposing duties on watches. 

Mr. Rosr. I cannot testify that it had not been the practice, but I 
can testify to this, that we have found instances where the people in 
the field said they thought they were accepting the marking, and that 
disturbs me greatly. 

Senator Benper. Here is a prominent watch man who supplies two 
million watches a year out of a possible eight or ten million watches 
sold in this country every year. Maybe the figure is higher, but that 
is the figure that was testified to here, in naming the various com- 
panies and giving their production. He said he manufactures 400,000 
American-made watches a year, disposes of them, and 1,600,000 im- 
ported watches. He appeared before our committee this morning 
with his legal staff of experts, and testifies that this is a fraud, and 
that this is a subterfuge to get around this provision of the tariff law 
passed in 1930 and also that its 1940 ruling was a fraud, and that he 
benefited because he was at the mercy of the other importers and manu- 
facturers so they all were doing the same thing, although in reality 
it is a fraudulent procedure. That was his testimony. He is very 
outspoken, he is very blunt about it. 

I think the best thing we could do would be to have your depart- 
ment read his testimony, and gather the facts from him and from the 
gentleman who was sitting alongside of him who testified also, and 
who is an expert in that business and who made representations. 

Mr. Rosr. Let me say this. There has been no mystery about this 
situation over the years. I saw the other day a report on watches, 
made to the Tariff Commission in 1947, that indicated less than 1 per- 
cent of the watches that were being imported were paying adjustment 
duty. I think the use of “fraud” is inappropriate in that connection ; 
that is, the use of the word “fraud.” The question is whether that 
ruling is a correct interpretation of the statute. 

Senator Benpver. Excuse me. That was my word. When I sug- 
gested fraud to Mr. Bulova, he rather cringed, or he stepped away 
from it, but he very emphatically testified that it was a wrong prac- 
tice. 

Mr. Rose. I think that comes down to the question which I stated 
before, that we have a statute and we have an interpretation of it that 
is either a right one or a wrong one, but it has been on the books for 
along time. I personally believe it was a correct one in the light of 
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the words of the statute. But I do think we have a situation which is 
not unique in the Customs field by any means, where the developments 
of industry in a 25-year period since the act was written have created 
a situation that is perhaps—this is not a question for my judgment, 
but someone who knows far more about the industry than I do—per- 
haps requiring of a change to take into account the new situation. 

Mr. Kennepy. Mr. Rose, if this gentleman comes in and says that 
he imports 1,600,000 watches and, as understood in the industry, those 
watches are adjusted, he brings them into this country marked un- 
adjusted, then we have these trade bulletins that come from other 
countries. In England these watches are marked adjusted but they 
come into this country marked “unadjusted,” or they are advertised 
in those countries. Watches go into Canada marked “adjusted” and 
come into this country marked “unadjusted.” It is still your posi- 
tion that none of those watches are in fact adjusted because you agree 
with the interpretation in 1940 given to the Tariff Act, is that correct ? 
You would say when Mr. Bulova says he imports 1,600,000 watches 
that are adjusted and he falsely marks them “unadjusted,” you would 
say that he was wrong, that they were in fact unadjusted ? 

Mr. Roser. May I ask a preliminary question before I answer that? 
Did he testify as to what his practice was in Switzerland with respect 
to post-assembly manipulation ? 

Mr. Kennepy. It is all done during the period of assembly. He 
has maintained that is all done, as it was done prior to 1930, particu- 
larly on position adjustments, it was all done prior to the time of final 
assembly, and that you can’t do it after final assembly. There is test- 
ing done after final assembly, but everything that has to be done as far 
as adjustments are concerned, is done prior to the time of final as- 
sembly. And, therefore, this ruling of 1940 does not make sense. 

But would say, nevertheless, when he says that these watches are 
adjusted, he is wrong, under your definition ? 

Mr. Rose. I think he is using his definition rather than our defini- 
tion of adjustment when he says that. That isthe net of it. If I may 
comment, that is part of the bad situation we are in. 

Mr. Kennepy. Mr. Rose, I do not understand how you think there 
is even anything worth looking into, because Canada has a different 
definition, Switzerland has a different definition, everyone in the indus- 
try has a definition that differs from what the Treasury Department 
claims is an adjustment. If you are going to maintain that position, 
there is nothing worth looking into; there cannot be any fraud 
involved. All of these people say the watches are adjusted. 

Mr. Rose. Of course, there can be, because I have had repeated to 
me, or have seen, a statement of what Patek Phillipe does, for instance. 

Mr. Kennepy. But they are marked “adjusted.” 

Mr. Roser. If one of those watches were marked “unadjusted,” I 
would think about it, you see. 

Mr. Kennepy. There is no problem there. They are marked “ad- 
justed.” We are talking about the watches marked “unadjusted.” 

Mr. Rose. I think the question is what they do with them. 

Mr. Kennepy. There is no tariff on Patek Phillipe. How much 
money has the Treasury Department collected on adjustments ? 

Mr. Rosr. Not very much. I have a statement here. I can read 
the figures or submit this for the record. 

The Cuarmman. What is it over a number of years? 
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Mr. Rose. Yes. 
The CuarrmMan. Each year? 
Mr. Rose. From 1930 to date. 


The CHAIRMAN. 


yoint. 


Well, 


(The material referred to follows :) 


99 


it may be inserted into the record at this 


Customs duties collected on watch adjustments, 1930-54 

















2-7 jewels | 8-15 jewels | 16-17 jewels Total 
| | 
June DB i ards doce achew ehernnaes $8, 486 | $24, 760 | $23, 463 $56, 709 
Calendar year— 
FON ie ge niente hick a 435 | 7, 306 | 8, 571 16, 312 
1932. -- ‘e 912 | 573 | 810 2, 205 
1933... - 227 708 | 911 | 1, 846 
> RS Le 28 | 589 | 1, 279 1, 896 
1935 424 | 1, 154 | 387 1, 965 
1936 186 1, 503 | 910 2, 599 
1937 488 1, 295 | 8, 056 9, 839 
Ws clic dnc ccltibaehsonnnqutettnth btn dak | 651 379 | 3, 878 4, 908 
SO cite ees 42 914 | 4, 553 5, 509 
1940_. 88 | 256 | 4, 601 4, 945 
1941 157 | 670 | 4, 089 4, 916 
1942 5, 061 | 3, 098 | 21, 577 | 29, 736 
1943___- 184 | 16, 104 | 42, 995 59, 283 
1944... —e (?) (2) | (2) (2) 
1945 eee eee. 331 | 5, 199 85, 031 | 90, 561 
Fiscal year ‘ending June 30— | | 
1946 ; ; : 434 1, 956 99, 978 | 102, 368 
1947 347 409 | 47, 929 48, 685 
1948... - (2) (2) (2) (2 
1949___- 123 | 364 | 36, 023 36, 510 
1950 1, 733 | 734 | 17, 178 | 19, 645 
1951 Slik na diac chddhsndah baat 677 | 596 | 26, 187 27, 460 
NI bo Th Riedel heheh a dene 578 | 237 | 31, 065 31, 880 
ee aude 6, 376 251 54, 458 61, 085 
MBE: nkitinltidctancudeatetemchssedntiegees 3, 894 | 1, 122 | 38, 471 43, 487 
| 








1 1930-45 ume from publication Commerce and Navig ation of the United States, 1946-54, anti by 
Bureau of Customs from IBM cards supplied by Bureau of Census. 

2 Not available. 

Note.—The relatively high porticn of oe above indicated on 2- to 7-jewel movements led us to ques- 
tion the accuracy of these figures and we have now received informal advice from the Bureau of Census by 
reason of a spot recheck of recent entries, that the figures in the 2- through 15-jewel categories may be con- 

iderably overstated due to the fact that there have been erroneously recorded as adjustment duties the 
epecial duty collected on small-clock movements running more than 48 hours and the incorrect recording 
of some adjustment duties on certain stopwatches. 


The CHarrMan. Just give us 1 or 2 years there. 
Mr. Rosg. In 1953, $61,000 i in 1954, $43,000. 
The Cuarrman. In 1954 what? 

Mr. Ross. $43,000. 

The CHamman. Out of how many watches 
country ? 

Mr. Ross. I do not have that figure offhand. 

Mr. Kennepy. About ten or twelve million. 

Mr. Rosr. That would be the range, ten or twelve million. 

The CuHarrman. And you collect ed only $43,000 in 1954? 

Mr. Rosz; On adjustment duties; yes, sir. 

The CHatrman. And $61,000-—— 

Mr. Rose. And $61,000 in 1953. 

The Cuatrman. Is that not a pretty strong case that these watches 
coming over here are marked “unadjusted” and they put them right 
out in the trade and have no trouble with them? Is it not a pretty 
good indication of 1 of 2 things, either that your ruling is wrong or 
certainly we have to tighten up the law in order to get more duty on 
those watches? You can see that many watches coming into the coun- 


imported into the 
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try, and if you only collect forty or fifty thousand dollars a year duty, 
adjustment duty, that means very few of them are subjected to any 
duty or tariff because of adjustment. Is that not correct ¢ 

Mr. Rose. That is correct, sir. 

The Cuatrman. And those that are are the high-priced watches, is 
that not correct? 

Mr. Rose. Not the highest price, because the watches above 17 jewels 
did not pay an adjustment duty. It is only the watches 17 jewels and 
below that pay an adjustment duty. 

The Cuatrman. It would indicate a small number of the watches? 

Mr. Rosr. Yes, sir. 

The Cuarrman. In other words, you are getting no revenue from it. 

Mr. Rose. That is correct. 

The Cuairman. And somebody is profiting by not getting revenue, 
and somebody is suffering. It appears to me at this moment that the 
foreign manufacturer is profiting. The American manufacturer is 
suffering and the Federal Government is suffering. That is because 
of 1 of 2 things, one because of vour ruling. I am not saying it is 
wrong. Based on the statute, if it is wrong, it is because of the statute, 
and if your ruling is wrong maybe the statute and the ruling are both 
wrong. I mean for the protection of this industry in this country, in 
the interest of national defense and in the interest of this Government 
getting the revenues to which it is entitled. There is something wrong 
here. Ido not know what it is. 

Mr. Rost. Well, sir, I tried to state it before. I think the difficulty 
that we are in is that the attempt was made in 1930 to attach a duty 
to a thing that could be designed around, and the process of the art 
has, in fact, gone beyond it. 

The Cuamman. Gone to where they can circumvent it under the 
law as written ? 

Mr. Rosr. I think that is the size of it. 

The CuarrMan. We know that much. We are doing it. 

Mr. Rose. Most watches are coming in here marked “unadjusted” 
and paying no adjustment duty. 

The Caiman. And need no adjustment after they get over here. 
We know that is true. They are putting them right on the market, 
and they give good service, they perform well, they need no adjust- 
ment after they get here and they are marked “unadjusted.” That is 
probably due to the technique, the improvements that have been made 
in the art of the trade. That is one version of it at least. 

But assuming that is true, let us take that for granted, then cer- 
tainly we need a revision of the statute or a revision of your ruling 
to protect the industry in this country, do we not ? 

Mr. Ross. That is a question of what the duty ought to be on 
watches, sir. That is not one that I can comment on of my own 
knowledge because I do not have the background of the industry. 
how much protection they need, and so forth. 

The Cratrman. Maybe I am wrong in asking the question that 
way. I indulged in this assumption, that it is about to put the watch 
industry of this country out of business, and that the watch industry 
in his country is vital to national defense. | 

Mr. Rose. I would agree with that, sir, I would agree with that 
last statement. I do not have current information as to whether the 
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effect of the tariff increase of last year has assisted the situation that 
existed last year. 

Senator Benper. Mr. Chairman, I think it seems too bad that there 
was only one copy of the statement that Mr. Bulova read this morn- 
ing to the committee. Obviously, the stenographer must have that 
now in his possession in preparing his transcript for tomorrow. How- 
ever, he did not refer to this as larceny, but he called it grand larceny. 
He did not call it thievery, he called it burglary. He used the word 
“chicanery” so many times in 214 pages that he read, and to me chi- 
canery means something awful. 

He did not use any polite language; he used very violent. Here he 
is, allegedly one of God’s ¢ hildren who has Gen. Omar Bradley work- 
ing for him, and who is now working on defense items. He says very 
violently, things that he did not at all temper his statement this morn- 
ing regarding this Treasury Department interpretation of this matter. 

Under the circumstances, of course, it brings this whole thing to a 
heal because there are members of the committee here who were 
listening, and somehow or other the public gets wind of this, and 
pretty soon you have a major scandal on your hands as a result of very 
positive, very violent statements, made by an important individual 
engaged in this industry. 

The Cuarmman. I gathered from Mr. Bulova’s testimony that he 
feels that the interprets ation, the ruling, made is wrong, and he thinks 
that the act does give you the authority and the proper interpretation 
of the act would enable you to amend or modify the ruling, or 
strengthen the ruling, so as to require these watches which come in 
here, which are, according to his theory, are in fact adjusted watches, 
because of the process used in their manufacture. They are now an 
adjusted watch though they are marked “unadjusted.” 

He feels that you do have the authority and could amend or 
strengthen your ruling and regulation so as to require them to pay 
the proper duty, adjustment duty, on them. 

Further, by reason of that not being done, as I said a moment ago, 
the industry over here is suffering to the point that is about to drive it 
out of business and to the point that it is going to affect national de- 
fense, because this is a vital industry to national defense, and also 
because of the fact that the Government, as I said, is losing revenues 
to which it is really entitled because the watches are adjusted watches 
due to the process used in their manufacture. 

[ understand you are not a watch expert, but in my interrogation 
and comments I am trying to get this picture laid out before all of us, 
here on the table, so that we can weigh it and see what is the remedy 
if the evil exists as has been represented to us. 

Mr. Rosp. Well, sir, I have given you the reasons why last yea 
and to the extent that I have reviewed the matter this year, I felt th: at 
the remedy was not interpretive. I realize that Mr. Bulova expressed 
disagreement with that. It is basically, and I think you would agree, 
a legal question as to what the word “adjustment” in the statute means. 

I point to one more thing in support of this. I would like to come 
back to this brief that the industr y submitted to us year before last. 

The Cuamman. You wanted to read some excerpts from it. You 
may do so. 
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Mr. Rose. What they were arguing to us that we should adopt as 
the standard of adjustment, of determining whether a watch is ad- 
justed or not, was this: 


1. Imported watch movements incorporating a compensating alloy hair- 
spring— 


and then illustrating it— 


are deemed to be adjusted for temperature. 
2. Imported watch movements containing a hair spring incorporating an 
over coil are deemed to be adjusted for isochronism. 


Three is the one I would like to draw particular attention to. 


3. Imported watch movements incorporating a balance wheel which has been 
poised either before, during or after assembly, are deemed to be adjusted for at 
least two positions. The number of position adjustments in excess of two in any 
such movement will be determined in accordance with the number of tests for 
which the movement is scheduled after assembly as hereafter provided. 

Let me draw your attention to the consequences of that. We have 
a marking requirement that the number of adjustments must be 
marked on the watch when it is entered. This third statement is to 
the effect that the number of position adjustments will be determined. 
You assume two as having been made during manufacture. But the 
number which will be marked on the watch will be determined by the 
schedule of tests which it goes through after assembly. I think that 
that theory, that the theory even suggested to us here, illustrates the 
difficulty that the argument is in which says that improvement in the 
quality of manufacture constitutes adjustment during manufacture, 
because even they come to the point that you have to find out how 
many positions the watch was tested for after assembly in order to 
determine the number of position adjustments. 

The CHatrman. Whether there is more than two? 

Mr. Rose. Whether there is more than two; right. That is neces- 
sary for this reason, sir: If they did not put that in, how many posi- 
tion adjustments would there be? With this excellence of manufac- 
ture which now exists, there is no reason for saying that the watch 
is only adjusted to 5 positions. It will run as accurately in 6, 7, 8, 9, 
and 10 positions. There is just no way of knowing, on that theory, 
how many position adjustments there have been. Yet we have to 
exclude the watch unless it is marked with the correct number of posi- 
tion adjustments. 

The CHatrMaNn. Does the law require them to state the markings? 

Mr. Rose. Yes, sir; the number of adjustments marked on the watch 
at. the time of entry. To me that necessarily applies, looking at the 
manufacturer’s own practice with respect to tests and activity after 
assembly, because there is no reason for saying that it is 3 or 5 or 7 
or 8 or 10, except the number of positions that he in fact tested for, 
a see. If you go back to the 1930 hearings—I know much of this 
1as been 





The Cuarrman. Let me ask you this. On that third one, the one 
that you thought was inadequate, did you give consideration to modi- 
fying it or strengthening it so as to eliminate the problem that you 
just discussed ? ate 

Mr. Roser. Well, sir, I cited for the point how difficult it is to accept 
the theory that adjustment means anything else than the tests and 
manipulations that the manufacture goes through after assembly. I 
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think the legislative record is pretty clear that that is what they were 
talking about in 19% 30, and you get into difficulties when you depart 
from that theory as is illustrated by this brief. That was the sole 
reason. 

The Cuatrman. Will you do this for us? You have read excerpts 
from the brief. Will you make a copy of that brief available and file 
it with the committee for reference? I do not mean to make it an 
exhibit, but it would be just for reference. 

Mr. Ross. Yes, sir. 

The CHatrMan. If you will do that at your convenience, we will 
appreciate it. 

Mr. Kennepy. What was the difference between adjustments for 
position prior to 1930 and now? You talked about technological ad- 
vances. What is the difference on position, not on isochronism or tem- 
perature, but on position, what is the difference as to how adjustments 
occurred prior to 1930 and now. 

Mr. Rosr. Well. sir, again I preface my statement that I am not 
in the watch business. 

Senator Benper. He is asking you a very easy question. 

The CHarrman. You can ask him if he knows. 

Mr. Kennepy. But you are basing your agreement with the 1940 
deci ision on the ground that the tee hnological advances have been 
made and this is so different to interpret what an adjustment is now 
as compared to 1930. There must be some basis for that statement 
of yours. So I am just asking you now what are the differences. That 
is a fair question. 

Mr. Rose. In general, as the point has been presented to me, I 
should say much | greater accuracy of manufacturing methods which 
produces more precision in the way the parts will run as manufactured. 

Mr. Kennepy. But there is not a balancewheel made now, Mr. Rose, 
in which serews do not have to be added or filed down, is that not 
correct, on more than seven-jewel watches ? 

Mr. Rosr. Well, again, based on my general impression, yes; that is 
true. 

Mr. Kennepy. Well, it is that much more accurate. But still the 
same manipulation that had to take place before 1930 still has to take 
place. You might not have to add as many screws. You might put 
only 8 screws in now where you might have put 5 screws in “before. 
But you still have to put them in or you have to file them down. 

The Cyaan. As I understand that, that is something that takes 
place in the process of the manufacture and before final assembly. 
What you want to know is what is the difference between what they 
do now and what they had to do then, with the implication that there 
is no difference except possibly in the amount that they have to do. 

Mr. Kennepy. That is it exactly. 

Mr. Rose. Let me put it in layman’s language. My understanding 
of it is that they come closer to producing a “perfect job during as- 
sembly with modern methods, and it is less necessary, therefore, to 
fiddle with it afterward in the various positions in order to produce 
the same tolerances that were desirable. 

Mr. Kennepy. Has the Treasury Department ever found a balance 
wheel that was not poised? Have you ever found a balance wheel 
that did not have to have manipulation done to it, of more than seven 
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jewels? I think that is a fair question, because you are basing your 
statement to the committee on the fact that technological advances 
no longer make this necessary. I say you are doing exactly the same 
thing now on position adjustment that you did prior to 1930, 

Mr. Rosr. Could I read one paragraph 

Mr. Kennepy. Could you answer my question ? 

Mr. Rose. My general understanding, Mr. Kennedy, is that in 1930 
and at present, balance wheels have to be poised, and that that is an 
essential ingredient. 

Mr. Kennepy. And that is prior to the time of final assembly ? 

Mr. Roser. That is right. 

Mr. Kennepy. And that is an adjustment. That is a position 
adjustment. 

Mr. Rose. Well, doing it during the process of manufacture is an 
essential ingredient in the manufacture. Those manufacturers which, 
after assembly, make further modifications, produce an adjustment. 
Let me read this, will you because I think it is interesting. 

It is the brief that was filed by Elgin, Waltham, Hamilton, Illinois 
Watch, and Howard Watch Co.— 

The Cuarrman. In 1930? 

Mr. Rosz. Yes. [Reading:] 


The question of adjustment has been the subject of much controversy in the past. 
Adjustment to position consists of necessary alterations made to the different 
parts of a watch mechanism after assembling and timing which may be 
found necessary in order to make it run with the same degree of accuracy in 
the various positions in which a watch may be found in actual use. 

The Cuamman. That is what they said then, in 1930, that had to 
be done afterwards? 

Mr. Rossr. That is what adjustment was at that time. 

The Cuamrman. In other words, in 1930 they had to do that adjust- 
ment after the watch was assembled and a test made as to its running 
accuracy? Is that the implication of that testimony or that brief? I 
am trying to understand it. 

Mr. Rose. Yes;sir. 

The Cuatrman. At that time, the contention was or the facts were, 
we will say—no matter what the process was at the time of manufactur- 
ing, which was not as good as it is now—the watch adjustment on it 
was, after it was assembled, to make a test, and then make any modi- 
fications or manipulations on it necessary to bring it up to precision ? 

Mr. Rosz. Yes, sir. 

The Cuatrman. So that was an adjustment at that time. The 
question is, as I am trying to follow this, and I do not want to keep 
anybody else from asking quesions but I am trying to understand, the 
contention is now, as I understand it, that the art of manufacture has 
advanced so that most of the watches, I presume, do not have to have 
any test or any adjustment at all after they are assembled, is that 
right? 

Mr. Ross. I think that is what it comes to, yes, sir. 

The Cuatmrman. Therefore, the contention is that it comes out an 
adjusted watch for position. 

Mr. Roser. Or to put it in another way, it comes out as good as what 
— only be done previously by postassembly adjustment, or used 
to be. 

The Cuamman. That is what I am getting at. All right. 
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Mr. Kennepy. Mr. Rose, have you investigated to find out if that 
statement is accurate ? 

The Cuarrman. Which statement ? 

Mr. Kennepy. The statement that he read as to the definition of 
adjustment. 

Mr. Rose. No, sir. 

Mr. Kennepy. We have done some study of it, and there is some 
study in the background of that. A gentleman, as I understand, was 
a banker who took over that watch company, and, like you and I, was 
not a technician. 

The CuatrrMan. Who signed that brief ? 

Mr. Ross. Elgin National Watch Co., Waltham Watch Co., Illinois 
Watch Co., and Howard Watch Co. 

The CuHarmrMan. It was not Bulova? 

Mr. Rose. No, sir. 

Senator Benver. Mr. Bulova made a great to-do this morning about 
the cost of watches. He said that in a $10 watch, the actual materials 
used in that watch amounted to 10 cents, or, in other words, 99 cents 
out of a dollar went to service and 1 cent for the materials in the watch. 
He emphasized how important that was in connection with these rep- 
resentations that were made that these things had not been done when 
they had already been done, in order to get by the tax. 

s that correct, Mr. Chairman ? 

The CuatrMan. I did not quite follow you there. T know he empha- 
sized it from this standpoint—I got this impression—that that is where 
the problem was with the manufacturer over here. Ninety-nine per- 
cent of it was labor cost, and the labor cost over there is only one-fourth 
what itisover here. It fit in with that aspect of it. 

Mr. Rosr. Yes, sir. 

The Cuairman. All right, Mr. Counsel. 

Mr. Kennepy. In some of these other statements that were made 
before that committee by, strangly enough, the importers give a differ- 
ent definition of what an adjustment is, and state that their watches of 
17 jewels and anything over 6 jewels—this is a question by Senator 
Reed: 

Senator Reep. Do you know of any 7- or 6-Jewel watches that undergo 2 adjust- 
ments in regular commercial practice? 

Mr. GuILpen. A 6-jJeweled movement could be adjusted to 2 positions. 

Senator Reep. Is that done in regular practice? 

Mr. GUILDEN. Yes. 

Senator Reep. Often? 

Mr. GuILpEN. In my opinion, two adjustments is the regulation of a watch 
running upright and regulation of a watch running flat on its face. If it keeps 
time running upright that is one adjustment and if it keeps time lying on its face. 
that is another adjustment. 

Senator Rrep. Did you ever import any 6 or 7 jewel watches? 

Mr. GUILDEN. Yes, sir. 

And then it goes on regarding the adjustments. 

On what study the staff of this committee has made of the question 
of what people felt to be an adjustment prior to 1930 on the question of 
position, if nothing else, was that this manipulation that took place of 
poising the balance wheel is done the same way now as it was done 
during that period. 

Mr. Roser. Well, the same operation was certainly performed then 
and now, but I do not think that poising the balance wheel during 
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manufacture was what they were talking about when they used the 
word adjustment in 1930. They were talking about that and the other 
things that they did to test it and make it accurate after they got the 
watch manufactured. 

Mr. Kennepy. Well, we are going around in a circle. 

Mr. Rosg. Well, sir, 1 do feel that this is a question that relates, 
really, basically, to the tariff structure on watches. I think this has 
come out of this, in my thinking, at least, that the situation in which 
we are is one which lends itself—because of the fact that watches are 
good enough to be called a thing that was the equivalent to an adjusted 
watch before—to accusations of the kind that have been described here. 
I think that technically and basically, the question is whether the rul- 
ing was right and the statute is modern. 

But I think the progress of the art has produced a situation where 
watches that are good enough so that they would have been regarded 
as fine watches in the old days are now being marked unadjusted 
watches and coming in here as unadjusted watches, and that that 
is a thing which cman to be considered in connection with two things 
which are in existence. One, the Tariff Commission review of the 
obsolete aspects of our tariff structure, which was directed by last year’s 
act ; and, two, review by this interdepartmental watch committee which 
was set up last fall, I believe, for the purpose of looking at this whole 
situation with respect to tariffs on watches and the work out of the 
tariff action that was taken last summer. 

I will see to it, first, that this is brought to the attention, specifically, 
of the Tariff Commission in its work on which I think they are due to 
report next spring, their final recommendations for modernizing, and, 
secondly, immediately bring this to the attention of the interdepart- 
mental watch committee of which I am the member from the Treasury 
Department. 

The Cuarrman. Let me ask you a question. Under present law, 
would you be authorized to issue a ruling requiring the watch to be 
stamped on the dial as to whether it is adjusted or unadjusted ¢ 

Mr. Rose. We are bound by the terms of the statute, and I do not 
think—just a minute. Let me look. 

The CuamMan. We want to inquire about that, because that has 
come up. 

Mr. Ross (reading) : 

All the foregoing [and that is movements] shall have cut, engraved, or die 
sunk, conspicuously and indelibly on one or more of the top plates or bridges, 
the name of the country of manufacture, the name of the manufacturer, in words 
and numerals, the number of jewels, if any, and in words and Arabic numerals 
the number and classes of adjustments or if unadjusted the word unadjusted. 
So it must be on the top plate or bridge. 

The Cuamman. I am asking, do you have the general authority 
under that act to issue a regulation or rule iy ome them to also— 
not to eliminate that specific requirement under the law—stamp it 
on the dial ? 

Mr. Rose. I would like to check that, sir, but I doubt it. I think our 
ability to require marking is statutory, and that we do not have 
authority to require marking in addition if the statute says where 
it will be. I do not think we have the authority to require it in an 
additional place. 
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The Cuarrman. That statute required it be marked on a plate some- 
where on the works, on one of the top plates or bridge. Since that time 
technological advancement has gone so far now that that part of the 
law, at least, is absolutely impractical, is it not, because watches come 
in here that are sealed, hermetically sealed, so that they cannot be 
opened or inspected, and just go on the market that way. The pur- 
chaser of the watch does not know, he has no warning, no opportunity, 
no way for him to see, whether he is buying a watch that has been 
adjusted or one that has not. 

Mr. Rose. I do not. know as to that, sir. 

The Cuarrman. Is that not also true with respect to the custom 
official? ATI he has is just the word for it of the shipper on the invoice. 
He does not actually see the watch and see what is underneath the 
back of it. 

Mr. Rose. I would doubt that, sir. Do you mean that we do not even 
open up a sample of a particular shipment to see whether it is properly 
marked? I would doubt that, sir. 

The Cuatrman. One of these watches that are sealed that way, 
would that not destroy the watch? You could not put it back, with 
watertight watches. 

Mr. Rose. I will have to check that and report to you, sir, if I may.? 
[ just cannot recite 

The Cuatrrman. That is what I am trying to determine, whether you 
accept just what the invoice shows. 

Mr. Rosxr. No, sir. 

The Cuarmman. I am just asking. 

Mr. Rosr. We do, out of each case of watches that comes through, 
take samples out and look at them. We do not look at every watch, 
of course. 

The Crarrman. You spot-check them, that is what you mean. 

Mr. Rosr. Yes, sir. 

Mr. Kennepy. Do you think the classification of whether it is ad- 
justed or unadjusted is marked conspicuously as it is supposed to be 
under the statute? Would you feel personally that it is marked 
conspicuously ¢ 

Mr. Rosz. Well, sir, you have me out of my depth again, there. 
I am not familiar enough with how fine the print is. 

Mr. Kennepy. You cannot see it with the naked eye. 

Mr. Rosr. Some of these improvements are getting pretty small. I 
think with glasses I can read all of these. Well, I can see 17 jewels, 
and I can see adjusted. 

Mr. Kennepy. Unadjusted? Have you an unadjusted one there? 

Mr. Rosr. Yes. 

Mr. Kennepy. You can see that all right? 

Mr. Rose. Yes. 

The Cuarrman. Let me ask you one final question, and I think we 
willbe through. Under the 1930 statute and as now interpreted and in 
accordance with the rulings of the Treasury Department as they are 
now, do you feel that in order to protect the interests of the United 
States and to serve national defense, that importers are paying duties 
now adequate and proper to do that, to protect our industry here and 
to serve the national defense and protect the interests of this Govern- 


2 See supplemental data No. 2, appendix, p. 205. 
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ment? That may be out of your field, but you occupy this position 
and we want the best counsel and advice we can get. 

Mr. Ross. Senator, I really do not feel that, as presently advised, I 
can answer that question categorically, because I think in essence that 
is the question of whether our present tariff on watches is adequate 
from the standpoint of protecting the domestic industry adequately 
and from the national defense standpoint. 

The Cuatrman. I wil not insist that you answer it, but I will ask 
you in a little different way. I think you can answer this one. 

From the facts as you know them, the law and the way it operates, 
the practical operation, do you not think it raises a question that ought 
to be looked into and reviewed, as to whether, actually, our present 
law is adequate and the ruling under it protects the interest of this 
Government as it should be protected, and protects the industry and 
serves national defense as it should be served ? 

Mr. Rose. Senator, can I answer that in this way: As to the level 
of tariff on watches, what the level of tariff ought to be—— 

The Cuamman. I am not talking about raising them higher or 
lower, I am talking about this situation as it is developed today. 

Mr. Rose. Well, I think that this is just one component of the 
total tariff on watches. When you talk about the adequacy of the 
protection of the domestic industry, I would have to make a study 
that I have not made and have information that I do not have cur- 
rently at hand in order to express an opinion on that, and that is not 
a matter that is within my official cognizance. 

The Cuarrman. Let me ask you one other question, then. In view 
of the complications and difficulties that have arisen, problems that 
are presented to us in trying to get a law or get a ruling about which 
there can be no controversy and where we know we are getting the 
revenues and which revenues it is intended the law shall produce, and 
so forth, what would be your thought about a statute that levied an 
ad valorem tax based on the price of the watch, the sales price of it, 
the wholesale price of it, rather than have all of these technicals that 
confuse, and so forth ? 

Mr. Rose. I have given a good deal of thought to the question of 
what the tariff structure on watches ought to be, because I agree with 
you, sir, that this is a very complicated subject. I think, again, that 
that is a question that implies a study of the whole industry and’ what 
the impact of an ad valorem tax would be, how you would design it, 
whether it would be a flat rate, or a rate that would graduate on various 
qualities of watches, in some way. I think to answer that with some 
intelligence requires a much greater knowledge of the business than 
I have. 

I would go one step further, sir. I do feel that the questions that 
have been raised and discussed here indicate that we have a situation 
owing to the progress in manufacture which has been described, which 
certainly ought to be reviewed from the standpoint of modernizing 
it. I think it is subject to misinterpretation, and subject to a great 
deal of difficulty in administration in a satisfactory manner. 

The CuarrMan. Well, thank you very much. I think we have run 
into a problem here that needs a solution. I do not think there is 
any question about that, but I am trying simply to make a record 
here, not necessarily to find someone to criticize, but trying to make 
a record of the facts and the conditions as they exist today, to deter- 
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mine whether we are losing money that we are entitled to get, and 
whether somebody is profiting off of us or taking an advantage that 

loophole permits them to take, or whether we should strengthen 
these laws as a matter of protecting our own industry and serving 
national defense. 

Certainly, when we get down to the national defense aspect of it, 
it becomes a pretty serious thing, according to the testimony we have 
heard here in the course of these hearings, and other testimony that 
has been given in other investigations. 

Mr. Rosr. Of course, as you know, sir, that was a very material in- 
gredient in the consideration that was given to the escape clause pro- 
ceeding last year. I thoroughly agree with you on that. 

Senator Benper. Mr. Chairman, -Lhave one final w ord., I was con- 
cerned about what Mr. Bulova testified to this morning when he said 
that this cartel, the Swiss Government and the lobbyi ists are spending 
considerable sums of money to keep this ruling as it is. Of course, 
I questioned him to try to pursue it, and I did not get very far. I have 
not seen any watch lobbyists around here. I have not seen any lobby- 
ists from the watch industry. Of course, possibly I am the wrong 
person to lobby. But in any event, that statement was made. I am 
sure I am correct in quoting him almost verbatim. 

Mr. Rosr. I am not sure you were here, Senator, when I testified 
to the investigation that we had made of an allegation concerning 
the 

Senator Benper. Yes; I was here. 

Mr. Rose. We could find no evidence of corruption. 

The Cuairman. Thank you very much, Mr. Rose. 

We wil! take just a moment’s recess. 

( Brief recess. ) 

(After the taking of the recess, the following members were pres- 
ent: The chairman and Senator Ervin. ) 

The Cuarrman. The committee will come to order. 

Mr. Fox, will you be sworn, sir. 

You do solemnly swear that the evidence you shall give before 
this Senate Investigating Subcommittee shall be the truth, the whole 
truth and nothing but the truth, so help you God ¢ 


Mr. Fox. I do. 


TESTIMONY OF WILLIAM H. FOX, EXECUTIVE SECRETARY, AMERI- 
CAN WATCH ASSOCIATION, NEW YORK, N. Y.; ACCOMPANIED BY 
COUNSEL, STANLEY L. TEMPO, COVINGTON & BURLING, WASH- 
INGTON, D. C. 


The CuatrMan. State your name and place of residence for the 
record. : 

Mr. Fox. My name is William H. Fox. Do you want my home 
residence { 

The Cramman. Yes; and you can tell about your business and 
what you do. 

Mr. Fox. I reside at 8907 188th Street, Hollis, Long Island 23, 
New York. My business address is 39 Broadw: ay, New York 6. I 
am the executive secretary of the American Watch Association, 

The American Watch Association is composed of more than 50 

74602—56——_-8 
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leading American importers of Swiss watch movements. These com- 

panies import watch movements, assemble them in cases, attach the 
necessary dials, bracelets, and so on, box them in attractive gift boxes, 
and market them in this country throughout the United States. 

I am personally not a watch engineer or a watch technician. But 
in my capacity as secretary of the association I have been required 
to make a very intensive study of this adjustment question among 
other tariff questions and so on which affect imported watch move- 
ments. 

In connection with that investigation, I have spoken to and inter- 
viewed various watch importers and discussed with technical experts 
this matter of the adjustment of watch movements. In order to obtain 
the fullest information, in 1952 I went to Switzerland where we were 
accorded the privilege of visiting watch manufacturers and watch 
assemblers who manufacture all grades of Swiss watch movements. 
One factory produced the cheapest type of movements, which are the 
pin-lever type. They also produced jeweled-lever movements, which 
are better quality movements, but they were medium priced move- 
ments in this particular factory. 

We also visited factories that produce the usual jeweled-level watch 
movements in the intermediate price range. We then visited factories 
which made a better watch movement, what I would call in the higher 
price category of jeweled-lever watch movements, and finally we went 
to the finest watch producer in the world, the Patek Phillipe factories, 
where the finest adjusted watches are made. 

(At this point, Senator Bender entered the hearing room.) 

Mr. Fox. In these factories, we made a careful study of the proc- 
esses used in the production of watch movements, with special atten- 
tion given to the production of the commercial type movement and 
then what transpires when an order for the adjusted quality of move- 
ment is obtained and the manufacturer must supply that type of 
movement. 

When we were informed on Monday by Mr. Kamerick of your staff 
that we would be given an opportunity to present our views before 
this committee, it occurred to me that perhaps the most valuable 
contribution I could make would be to try to place the matter of ad- 
justments in is proper perspective. To this end, I jotted down some 
preliminary thoughts I would like to offer before I get into a dis- 
cussion of the technical aspects of the adjustment problem. 

While I realize that until recently the members of this committee 
may never have heard of the adjustment question, it has been actively 
studied by the Treasury Department for a number of years. The do- 
mestic manufacturers have long sought to have the Treasury redefine 
the tariff act provisions for adjustments so as to impose adjustment 
duties on virtually all jeweled-lever watches. This would result in 
the assessment of adjustment duties on movements which, in fact, 
are not adjusted. 

At the request of the domestic watch manufacturers, the Treasury 
Department made a very thorough study of this question in 1939 
and 1940, during which all segments of the American watch indus- 
try presented their views. At the conclusion of this study, on Novem- 
ber 25, 1940, the Department issued a Treasury Department ruling, 
numbered 50277-3, outlining the circumstances under which a move- 
ment can be properly imported as unadjusted. 
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This regulation which gave an official interpretation of the intent 
and meaning of the tariff provisions pertaining to adjustments has 
been strictly followed by importers and by customs officials for the past 
15 years. The domestic manufacturers have appealed to Treasury on 
several occasions for a review and revision of this regulation. 

For the past 5 years, since 1950, the Treasury has conducted a contin- 
uing series of inquiries. The matter has been exhaustively studied. 
A Treasury representative went to Switzerland to make a complete 
investigation of the subject. 

At the request of the Treasury Department, my association at nu- 
merous times filed memoranda outlining our views in great detail. 
And, of course, the domestic manufacturers also have had every op- 
portunity to explain their views. There is no question that the Depart- 
ment is fully aware of all of the arguments pertaining to this adjust- 
ment problem. 

Under the Democratic and Republican administrations, they have 
thoroughly reviewed the matter, have listened to arguments on both 
sides, and have indicated that the 1940 regulation properly carries out 
the intent of the Congress in enacting provision for adjustments. 
Obviously, there can be differences of opinion about the interpretation 
of any law. We feel that it is the proper function of the executive 
branch to listen to both sides of these arguments, to study the law 
conscientiously, and to issue interpretations of the law in accordance 
with their best judgment. 

Certainly this procedure has been scrupulously followed in the 
matter of adjustments which the Treasury Department has kept under 
continuing review. We would like to point out that this present 
question of adjustments could be far more important to the importers 
and to the consumers who could be called upon to bear the brunt of 
higher prices than the 50-percent increase in watch tariffs authorized 
last year. In fact, it could easily result in a prohibitive situation in 
which the importers would be required to pay more in duties than they 
would have to pay to the Swiss watch manufacturers for the completed 
movements. 

Thus the stakes are high and the domestic manufacturers are fully 
aware of the possibility of gaining a virtual monopoly position if they 
could scaiaal in obtaining a distorted interpretation of the adjust- 
ments provision. Importers of Swiss watches already have Sen 
seriously injured during the past year by a series of actions which 
tend to place them at a competitive disadvantage with the four 
domestic manufacturers. 

The adjustment issue represents another most drastic effort by the 
domestic manufacturers to squeeze out Swiss competition. The four 
companies are Elgin, Hamilton, Waltham, and Bulova. All of them 
import movements from Switzerland, but they have substantial plant 
investments in the United States and, of course, their basic interests lie 
in the direction of eliminating competition from the Swiss. 

The Bulova Watch Co. is a very substantial importer of Swiss 
watch movements, and for many years shared the position of the mem- 
bers of our association. However, within recent years, Bulova has 
switched sides on several key issues and now throws its weight behind 
the protectionist efforts of the other domestic manufacturers, perhaps 
beeause Bulova has substantially enlarged its United States manu- 
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facturing facilities and now regards all importers as its greatest 
competition. 

We wish to emphasize that each of these domestic manufacturers has 
had ample opportunity through the years to present its views on the 
adjustment question to the Treasury Department. It is our firm con- 
viction that the adjustment provision has been properly interpreted 
and administered. 

If the domestic manufacturers feel that the statutory provisions 
should be changed, they have the right to appeal to the appropriate 
congressional committees, in this case presumably the House Ways 
and Means Committee and the Senate Finance Committee. 

I appreciate this opportunity to present these preliminary back- 
ground views. At this point I shall proceed to discuss generally 
speaking the technical aspects of this problem as we conceive it in the 
overall situation. 

The Cyamman. All right. Before you do, I have one question 
which I would like to pose. This is speaking about Bulova, this being 
to his advantage to raise the import duties on these watches. That 
would hardly seem consistent with the fact that he does manufacture 
in Switzerland and import four-fifths of the watches that he sells. It 
seems to me he would be putting up the price of four-fifths of his 
product. That would be a greater disadvantage than the benefit he 
could get from one-fifth of them unless he had in mind, of course, 
to finally abandon his operations over there and concentrate on his 
factory here. 

Mr. Fox. I think, Senator, the last observation you made is perhaps 
more in line with what he might have in view. Of course pom 
ciate the Bulova Watch Co. is a very large manufacturing enterprise, 
and I know he is a very astute manufacturer and certainly would not 
do anything that would be against his interests. It seems, from my 
understanding of their operations, they have produced approximately 
half of their production in the United States from parts made here 
completely, and about half from their imports. 

Senator Bennver.’ He testified this morning that only 400,000 out of 
approximately 2 million of his watches are produced entirely in the 
United States. 

I would like to ask you this: Do you have any comment on that? 

Mr. Fox. At the previous Tariff Commission hearings in which the 
matter of the duties on watch movements were discussed in connection 
with petitions by the domestic manufacturers, it is my recollection 
that figures were submitted which indicated that of some perhaps a 
million and three-quarters to 2 million movements which the Bulova 
Co. may have handled in a year, from 750,000 to 1 million were pro- 
duced domestically from domestic materials. 

The Cuarrman. How long ago was that? 

Mr. Fox. Within the last several years. I think we have had hear- 
ings before the Federal Tariff Commission—the date is a little vague 
in my memory. It might have been 1951, and a subsequent one in 
1953. In those hearings, the first one, President Truman denied 
the petition for an increase on the ground that the evidence did not 
establish injury. Notwithstanding that, the Commission divided on 
that, I think 4 to 2. In that hearing, I am quite certain there was 
testimony given to the effect that the Bulova Co. produced about three- 

quarters of a million movements domestically. 
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Senator Benper. In your formal statement, you said something 
about Bulova’s vast company activity outside of manufacturing 
watches. What percentage of Bulova’s business is not in the manu- 
facture of watches but in defense work and so forth ? 

Mr. Fox. We::, | am sorry I do not know that. That is a matter 
which I do not believe the Bulova Co. publishes. But I understand 
it is extremely substantial. They have a large quantity of defense 
orders and defense contracts. I think they also do a good deal of 
work on other items like clock radios and different matters. Just 
what proportion that represents, I cannot say at the moment. They 
veshenin are in other items, too, with which I am not familiar, I 
nea they have gone into electric razors, recently, and I have 
read something to the effect that they are engaged i in the manufacture 
of the transistors, which the Radio Corporation developed, in place of 
radio tubes, and so on. 

But I would believe that the major part of their business is the 
manufacture and production of watch movements, both domestically 
and with imported movements and parts. 

Senator Ervin. Mr. Fox, if I understand, your position on this 
proposition is that you contend, first, that this is a matter for construc- 
tion of the meaning of the law by a court ? 

Mr. Fox. Yes, that fundamentally is our position. 

Senator Ervin. And anyone dissatisfied with the court’s decision 
should ask the appropriate committee of Congress to amend the law, 
if they are dissatisfied with the ruling? 

Mr. Fox. Yes, that basically is our position. We know, as a matter 
of fact, from the legislative history and the background of activity 
surrounding the passage of the present Tariff Act, exactly the sense 
in which this term was used when enacted into law. 

I might say at this point my first point here in explaining the tech- 
nical bac kground and meaning of this term was to go into this not at 
length but. just enough to have the committee understand the sense in 
which the term is used in the tariff law. 

Senator Ervin. You contend that the interpretation placed on the 
Tariff Act by the Customs people is the correct one? 

Mr. Fox. Yes, we do. We think that is the province of the Bureau 
of Customs in the first instance, and, then, if there is any question 
about it, if they rule against the importers, they have their day in 
court by filing protests against the assessment and so on and having 
the court decide just exactly, on the basis of the evidence relating to 
adjustments and so on, what the provision encompasses. 

I might say it has been my considered opinion from studying this 
entire question that some of the present contentions that are being 
made on the domestic manufacturers side are based on entirely differ- 
ent concepts of the word “adjustment” than the term was used in the 
tariff law. I think we can demonstrate that conclusively. 

Mr. Kennepy. Could I just ask you this: Do you feel that the inter- 
pretation that the Customs people or the Treasury Department put on 
the word “adjustment” in the 1940 decision is correct? Is that the 
definition that is generally accepted in the watch industry ? 

Mr. Fox. Yes, it is. It was at the time this tariff act was enacted, 
and it presently is for all segments of the domestic industry with the 
exception of the four American manufacturers. 
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Mr. Kennepy. Generally, throughout the watch industry of the 
world, that definition of adjustments in that 1940 decision, is correct, 
is that right, except for perhaps these four American domestic watch 
manufacturers who oppose it ¢ 

Mr. Fox. In a broad sense, I would say yes. But I must explain 
it to this extent: The term “adjustment” in the Tariff Act is largely 
an American expression. In Switzerland, they do not have any equiva- 
lent term. They know exactly what adjustments are, but it was not 
the practice in Switzerland to manufacture movements and mark on 
them and sell them as being adjusted to position, or adjusted to tem- 
perature, and soon. They have a term called “reguleur,” which means 
regulation, as I understand it. It is the French term meaning regu- 
lation. The only way they can describe the differences between the 
so-called unadjusted watch, which is merely assembled and timed, 
and the adjusted watch, which is handed on to expert watchmakers 
to do extremely fine watch work on is by the term they say “retouche 
de reguleur.” In other words, it means regulating retouches, which 
is part of the basic manufacturing operation. When they get to the 
precision work which we know in the United States as adjusting, 
they use the term “reglage de precision.” That is the only way the 
Swiss have of designating an unadjusted and an adjusted watch. I 
will explain that in a little more detail later on so you might under- 
stand it a little more. 

Mr. Kennepy. The Swiss would not export a watch to one country, 
to Canada, for instance, and mark it “adjusted,” and send the same 
watch to this country and mark it “unadjusted ?” 

Mr. Fox. Not unless it were ordered that way. Normally, the 
Swiss would send out the watch to other countries in the world with- 
out any markings of any kind. But they might, at unusual times, 
obtain an order from an English, a Canadian, or French buyer who 
may specify that he wished the word “adjustment” on the watch 
for some reason. Perhaps he has an order from somebody for ad- 
justed watches. In that condition, the manufacturer would make 
the watch exactly the way he makes the watch for us in the United 
States, as if we ordered it from the United States, and he would put 
the word “adjusted” on it. But he would not mark it adjusted to any 
number of positions, or adjusted to temperature. He would just say 
adjusted. 

In the broad sense, this term is meaningless, when you consider 
it in connection with a truly adjusted watch. It means anything 
you wish it to mean. 

Mr. Kennepy. All right, go ahead. 

Senator Ervin. In that connection there was some evidence offered 
here tending to show that some Swiss watch companies have exported 
virtually the same watches to the United States and Canads and 
have marked them “unadjusted” when exported to the United States 
and “adjusted” when exported to Canada. 

Mr. Fox. I would say that is because of the provisions of the United 
States Tariff Act and the conditions in the country to which he is 
exporting ordering a watch marked “adjusted.” The reason for that 
is the watch which the Swiss or French manufacturer marks “adjust- 
ed” and sends to a country other than the United States is because the 
man ordered it marked that way. But if that watch were just marked 
“adjusted” and sent to the United States, it would be illegaly marked. 
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Mr. Fox. Not because you levy the duty. That is not the answer. 
It would not conform with the requirements of our Tariff Act because 
it must be marked with the number and classes of adjustments which 
were made. Or if it has not been adjusted to these time honored and 
historical classes of adjustments, it must be marked “unadjusted.” So 
this watch, if he has just produced it in the normal way so that it is ¢ 
commercial timepiece which keeps time to his factory blueprint specifi 
cations truly it is an unadjusted watch, and he would have to mark it 

“unadjusted” to send it here. 

But there would be no difficulty in marking it “adjusted” and send- 
ing it to Canada, because there is no penalty or requirement in their 
tariff law that deals with that particular subject. So he could mark 
it adjusted and send it there without penalty. 

Mr. Kennepy. He could do it, but if you have one definition of ad- 
justment and you send this watch to Canada marked “adjusted,” and 
under your definition it is not actually adjusted, isn’t it a fraud ? 

Mr. Fox. It would not be a fraud in that country. 

Mr. Kennepy. Why? 

Mr. Fox. Because there is no requirement he has to mark it “un- 
adjusted.” 

Mr. Kennepy. No, you are saying the watch is adjusted when in 
fact it is not adjusted. 

Mr. Fox. The truth of it is the watch is not adjusted. 

Mr. Kennepy. Do the Swiss send watches out marked “adjusted” 
when they are not adjusted ? 

Mr. Fox. I would say one that comes to the United States market 
marked “unadjusted” it is not adjusted according to the United States 
tariff terms, that is, position and temperature. It may be adjusted in 
the sense that the term is used loosely as a generic term. You go into 
a jeweler, and you say, “My watch is not keeping good time. Would 
you please adjust it?” He does not adjust it. He puts it on a watch 
rate recorder, and he puts it on a wall, and he observes how it operates 
over a period of time. If he finds it running fast, he moves the 
regulator pin, and if that will accomplish the purpose, he is finished. 
He has regulated the average timekeeping qualities of that watch. It 
has no relation whatsoever to adjusting. 

Mr. Kennepy. But if he tests it, and it runs 5 seconds faster up and 
5 seconds slower facing down, then it means there is something wrong 
within the watch. It is not a question of regulating. I can see the 
difference there. But does that then not become adjusted and is that 
not accepted as the definition of adjusting, and is that not why you send 
watches into Canada because that very thing is done to them? 

Mr. Fox. No, that is not an adjustment. 

Mr. Kennepy. Why do you mark them “adjusted”? 

Mr. Fox. ‘You mark the watch “adjusted” when it goes through : 
very highly technical procedure after it has been assembled and timed. 

Mr. Kennepy. Why do you mark the watch that you send to 
Canada? 

Mr. Fox. I don’t mark it. The Swiss manufacturer marks it “ad- 
justed” because he was requested to so mark it, not because it was 
adjusted, 

Mr. Kennepy. We have this specification sheet from a Canadian 
watch importer, and it has about the engravings, and it refers to a 
watch up there. Part of it, I guess, is confidential. It is regarding 
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the engravings. Do you see anything there that says “have the watch 
marked ‘adjusted’ ”? 

Mr. Fox. This is how he wishes the thing engraved ? 

Mr. Kennepy. Yes. 

(Document handed to witness.) 

Mr. Kennepy. Do you see anything there? 

Mr. Fox. No; I don’t see any specification there that it should be 
marked “adjusted.” 

Mr. KenNnepy. What is the explanation of why it is? 

Mr. Fox. I can’t tell you. I don’t know why a Swiss manufacturer 
would mark a watch “adjusted” which goes to Canada if in fact he did 
not adjust it. The adjustment there, if you can understand what I 
am trying to tell you at this point—the adjustment at that point—— 

Mr. Kennepy. Here is the watch. 

(Item handed to witness.) 

Mr. Fox. Might be something which he considers an adjustment 
but which is not an adjustment within the meaning of the term of 
the United States tariff. There is a difference. 

Mr. Kennepy. That is what I was trying to get at. You have a 
different definition of adjustment for the United States than you do 
for the rest of the countries. 

Mr. Fox. For the purpose of the Tariff Act, not for the United 
States. 

Mr. Kennepy. That is all? 

Mr. Fox. Definitely. 

Mr. Kennepy. So, therefore, there is a different definition for ad- 
justments on watches coming into the United States than there is for 
watches in Switzerland or anv other country, because of the fact that 
the United States has a tariff on adjustments. 

Mr. Fox. Because the United States has required watches adjusted 
to the various classes of adjustments to be so marked and to levy a 
duty on it. 

M. Kennepy. So because they levy a duty on it, you have a different 
definition of adjustments? 

Mr. Fox. Not because you levy the duty. That is not the answer. 
The answer is because it has been treated after it has been manu- 
factured and timed to show that it is an operating watch to certain 
classes of adjustments. 

Mr. Kennepy. And that is because of the 1940 Treasury decision ? 

Mr. Fox. No, that is because of the 1930 provision having been en- 
acted to encompass only those things which were known as adjustments 
in the United States. We have in the United States a very distinct 
understanding at the time of the passage of this act as to what consti- 
tuted adjustments. It did not mean merely regulating a watch within 
a certain tolerance in any given position per day. It all goes on 24 
hours. 

Mr. Krennepy. Mr. Fox, you are interpreting what you think the 
intent of Congress was in 1930, and therefore, marking your watches, 
the watches coming out of Switzerland, based on your interpretation of 
our law of 1930, is that right, which is entirely different from the inter- 
pretation of adjustment given by every other country ? 

Mr. Fox. Will you please read that back? I don’t quite follow the 
entire thought. 
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Mr. Kennepy. I will restate it. You, and when I say “you” I refer 
to the people you represent, you are giving an interpre tation of the 
word “adjustment” based on your analysis or interpretation of the 
1930 law, the congressional intent of the 1930 law of the United States, 
a that is different from the interpretation or definition of adjust- 
ment as understood by the Swiss, as understood by the British, as 
understood by the French, and understood by the Canadians? 

Mr. Fox. No, that is not exactly what we are saying. We say that 
the Swiss know exactly the way we know here what an adjustment is 
within the meaning of this Tariff Act. In other words, their term 
reglage de precision is a class of work which accomplishes the adjust- 
ment intended by this Tariff Act, and that is a class of work which is 
completely disassociated from normal manufacture and timing, if I 
make myself clear. 

Mr. Kennepy. So there are two definitions of adjustment in Switzer- 
land ? 

Mr. Fox. No. 

Mr. Kennepy. I come back to this watch you sent to Canada and 
some Swiss manufacturer sent it in there adjusted. 

Mr. Fox. The fact that 1 or 2 Swiss manufacturers may see fit to 
mark a watch adjusted and send it into Canada does not mean that the 
concept of adjusting in the Tariff Act here and which their adjusters 
who adjust works and send them to the observatories and so on for 
testing—— 

The CuairmMan, In other words, what you are saying, as I under- 
stand it, and I think I do, is the fact that they mark a watch adjusted 
that they send to Canada does not mean that they have adjusted it 
according to this statute. 

Mr, Fox. That is right. 

The CuairMan. In other words, an adjustment up there may mean, 
and the way they use it, that it was adjusted—— 

Mr. Fox. It is a broad term. Let me explain it this way. The 
specifications for that particular movement, it had to be designed by 
a watch engineer, and there is a blueprint. 

The Cuatrman. That same watch, they are just alike, they are 
manufactured by the same company and the works are just the same, 
the same watch that they sent to Canada they could mark it adjusted 
from the standpoint of their general usage of the term adjusted. But 
if they sent that watch to the United States, they would have to mark 
it unadjusted because it had not gone through all of the tests that the 
manufacturer thinks are necessary to comply with this statute ? 

Mr. Fox. That is right, in the broad sense, that is exactly the point. 
That is what I am trying to explain. 

The Cuarrman. That comes back simply to this, the interpretation 
of the statute. You are interpreting it, and the Swiss manufacturer 
and exporter is interpreting it, to mean to go beyond the assembly 
of the watch, and after the watch is assembled, to have expert: man- 
ipulation of it? 

Mr. Fox. That is right. 

The Cuairman. And that, you say, you understand that is what 
this statute means ? 

Mr. Fox. That is what the domestic people said it meant when this 
law was passed at their request. I have their language here, if you 
would like me to read it. 
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Mr. Kennepy. We just had it read to us. 
The Cuairman. I am trying to get this nailed down. That is the 
fact about it? 

Mr. Fox. Yes. 


The Cuatrman. You have interpreted, the Swiss folks have inter- 
preted that statute to mean, and the Treasury has ruled with them by 
its ruling of 1940, in effect, to mean that after the watch is assembled, 
finally assembled, it goes further for the adjustment. 

Mr. Fox. For the manipulation. 

The Cuamman. The manipulation and the adjustment. It makes 
further adjustment to it which would be designed to improve its 
anes above how it would have operated at the time it came off 
of the assembly line. 

Mr. Fox. In a broad sense that is true. Let me tie it down a little 
closer. 

The Cuarrman. What I am trying to get at is this: If that were 
not the meaning of the statute at that time, or if, we will say, the 
technology of the watch art and manufacturing has so improved since 
1930 that it produces a watch now that is equivalent to what a watch 
was then when it went through those tests, then the statute, obviously, 
is antiquated, is that not correct, so far as the actual purpose that was 
had in mind at the time the statute was passed ? 

Mr. Fox. That would be correct. But let me say this, Senator. 
There is no watch that we know that can be brought off the assembly 
line that will—for example, you have to have a standard of specifica- 
tions. Adjusting just does not mean making it keep time a little better 
or to a closer tolerance in any one or other position. Adjustment 
requires the comparison of one rate with another one. There are three 
or four very involved calculations which must be made, which have 
no relation whatsoever to the normal production of a watch and its 
assembly and timing. 

For example, to adjust a watch, there are bureaus of control in 
Switzerland who lay down specifications. I have a certificate here 
which may be of-interest on this point. I have the watch which it 
was issued in connection with. I would like to explain the point 
I mean. 

Adjustment means, firstly, a very exhaustive testing of the watch 
after it has been manufactured. It takes 15 days, which is obviously 
impossible on the ordinary commercial watch. In connection witl 
that testing by an expert watchmaker there must be a series of specifi- 
cations to which he is testing which the average commercial watch 
which is produced never has any relation with. 

There is no intent at any time ever to conform to any specifications 
of that kind. And, lastly, after these exhaustive tests have been made 
over a minimum of a series of 15 days, and the watch expert who 
makes those tests has read them the way a surgeon reads an X-ray and 
determines what they mean, he must then either wholly or partially 
dismantle the watch at this point and make the necessary corrections 
to achieve these tolerances. These are so far removed from the ordi- 
nary commercial tolerances to which movements are made that there 
is no comparison. adit 

The Bulova Watch factory does not make one watch in its entire 
factory which it may designate as adjusted which could go to this 
factory and obtain a certificate like this as being an adjusted watch 
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performing to these specifications. You just can’t do it, and I will 
take any watch at random off of his assembly line and send it to the 
United States Bureau of Standards and prove conclusively that he 
would not be permitted to mark that watch movement in accordance 
with the mandate of this tariff, adjusted, let us say, to five positions 
and temperature, because he could not manufacture it initially to those 
tolerances. 

It is utterly impossible. I don’t care what Mr. Bulova says or any- 
body in his place. 

Mr. Kennepy. Prior to 1930 before the tariff on adjustments was 
put through, watches came into this country marked adjusted. Did 
they go through all of those tests ¢ 

Mr. Fox. They did not. Asa matter of fact, that is one of the chief 
reasons that this law was enacted. The domestic manufacturers came 
to Washington and they pointed out that movements were coming 
into this country, let us say, six-jewel movements or two-jewel move- 
ments marked adjusted to two positions or perhaps just the word 
“adjusted” and they represented that in the time-honored sense of 
adjustment as we know it in this country, and there are only three 
classes of adjustments that ever have been known, and that is the 
adjustment to isochronism, adjustment to position, and adjustment 
totemperature. Those are the only classes of adjustments which come 
into this entire picture. 

Mr. Juntana. What percentage of the watches manufactured 
Switzerland pass such an adjustment as you have exhibited here ? 

Mr. Fox. The manufacturers that produce this kind of watch are 
not very many. I would say that perhaps 100 to 150 thousand move- 
ments a year may be adjusted in Switzerland to the specifications 
indicated on this certificate or similar, some closer perhaps and some 
perhaps a little broader. But of those, perhaps 30,000 or 35,000 in 
the interest of giving a certificate like this to an ultimate purchaser 
of the watch, will send them to the Swiss Bureaus of Controls where 
they are tested for 15 additional days. They never let them run down. 
T hey start the test and they have to keep them going for 15 continuous 
days, and their experts must observe the performance against a master 
clock which is kept regulated to perfect time each day. 

Mr. Juniana. That is a small percentage ? 

Mr. Fox. That is a small percentage. 

The Cuarrman. Let me ask you one question there, if I may inter- 
rupt you, because I think it is important. Is it your contention that 
the United States tariff statute there applicable to watches would 
require watches to be adjusted to that standard before they could 
be taxed ? 

Mr. Fox. It would have to be adjusted this way but not to this 
particular standard. This standard is for the man who wishes to 
incur the additional expense of obtaining a certificate. I think it 
probably costs from $3 to $5 extra to get one of these for the technicians 
who do the testing. 

The Cuatrman. It has to approach that standard to come within the 
provisions of that statute? That is your contention ? 

Mr. Fox. Something similar to it. Or closer, or it could be perhaps 
a little broader, maybe a few seconds. But let me point out that the 
terminology of this certificate 
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The Carman. Let me ask you this: Do you think that was the 
intent of the statute at the time it was enacted ? 

Mr. Fox. The nature of the work, yes. 

The Cuarrman. Do you think at the time that statute was enacted, 
and you know the history of it, that the Congress had in mind to 

require a watch to be adjusted so as to nearly comply with a certificate 

like that before any duty would be charged on it for tee 

Mr. Fox. Yes, I certainly do. It is very specific. I don’t say that 
they have to get the certificate, but I do say —— 

The Cuamman. We are not talking about the certificate. The law 

says nothing about a certificate. 

‘Mr. Fox. The nature of the work done on the watch would have to 
approach this kind of work. 

The Cuatrman. That is what I am understanding, that the purpose 
of the statute, according to your interpretation of it, was to levy a 

tax for adjustment only on watches that have been tested and adjusted 

somewhat comparable to that standard that gets the certificate ? 

Mr. Fox. Yes, sir; very definitely. To finish up the question I did 
not complete before, the second point of the statute was to make it 
costly to an importer to mark a watch adjusted that way if it in fact 
was not. Those watches which came in marked adjusted, 6-jewel 
watches, marked adjusted to two positions, let us say, were not adjusted 
to two positions, and one of the reasons this law was put on the books 
was to prohibit such marking unless the importer was penalized to the 
extent of paying a duty for it. 

The feeling was that if he marked it, he would proceed to adjust it. 

The CHatrman. Since there is such controversy about this and 
such confusion, let me ask you this question. You represent the 
importing association or trade? 

Mr. Fox. Yes. 

The CHamrmMan. Would it not be more fair, and an easier law to 
administer and to interpret if the Congress would simply levy an 
ad valorem tax on the price of the watch, the sale price, the wholesale 
price of the watch? That would be easily understood. Would your 
association or the people you represent oppose that kind of a tax? 
Then we can get away from all of this controversy. 

Mr. Fox. We understand years back there was an ad valorem rate 
on the watches, and it resulted in a great many abuses. 

The Cramman. T think this can result in abuses, too. What I am 
trying to determine is how is the best way to protect the Government’s 
interest, and at the same time be fair and not discriminate against 
anyone. 

Mr. Fox. I think it is being fully protected right now, Senator. 
They have a very comprehensive statute which levies a progressive 
rate of duties. 

The Cuatrman. There is a lot of controversy about it now. 

Mr. Fox. The controversy which arose in connection with the pro- 
vision for adjustments is purely an attempt on the part of domestic 
manufacturers to gain an increase in the duties on imported watches 
by indirection. Obviously, if this interpretation of this particular 
term, which had a very definite meaning and was so represented at 
the time this law was passed, is changed at the present time to include 
a great many things which are not in fact adjusted, it increases the 
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duties on watches by over 100 percent in many instances, and this 
would in turn create practically a prohibitive position. The import- 
ers couldn’t import at those rates. 

The CuamrmaNn. I am not necessarily saying that. I am not neces- 
sarily saying the tariff rate should remain what it is. But I am talk- 
ing about a law that would be simpler, be understood, be effective, 
and could be enforced without controversy, if you said if you are 
bringing in a watch which you are selling for $10, you will pay $2 
tariff on it. 

Mr. Fox. If the law were gaged in such a way that there would be 
a fair duty all down the line in that w ay—for example, some watches 
cost a couple of hundred dollars. 

The Cuarrman. I am not undertaking to say that the rate of duty 
should be 10 percent or 20 percent, or any other percent. But if a 
watch sells for $200, it definitely cost far more than a watch that sells 
in this country, which is imported over here and which sells for $50. 
So if the tariff was placed on a percentage basis of the cost of the 
watch to the one who imports it, then if he imported a watch that 
would sell for $200, naturally he would pay more for the watch. I do 
not know whether that is the answer or not, but this thing is terribly 
confused, complicated, and permits, at le: ast apparently, of honest 
differences of opinion. 

Mr. Fox. There are honest differences of opinion at the present 
time which are based on different concepts of this term. 

The Cuamrman. I am thinking not in terms of importer, exporter, 
manufacturer, or anything else. I am thinking in terms of this Gov- 
ernment at the moment. 

Mr. Fox. At this point, I might say, in answer to your question, 
if you just eliminated the provision for adjustments, it would elimi- 
nate any question. Just take it out. 

The Cxarrman. Just take it out entirely ? 

Mr. Fox. Strike it from the provision and you have a complete 
comprehensive line of duties by size, jeweling, and all other condi- 
tions. As a matter of fact, I think it is more or less generally con- 
ceded that this was put in the Tariff Act for the sole purpose of mak- 
ing it impossible or difficult for people to mark watches “adjusted” 
which in fact were not adjusted. It achieved that purpose. Just as 
soon as the law was passed penalizing this marking, they had to stop 
marking it or pay several dollars additional duty. Obviously, the 
intent in putting it in achieved its purpose, and it has to the present 
time. That is the very reason that these watches now come in marked 
“unadjusted,” because they in fact are not adjusted. They are purely 
commercial watches, timed to commercial timekeeping qualities. 

The Cuatrman. But you see, here is the problem we run up against 
which has some, you must concede, persuasive force, at least. The 
same watch is sent to Canada and ‘marked “adjusted” and it comes 
over here and is marked “unadjusted.” 

Mr. Fox. That is a very unusual circumstance. I would say that if 
Switzerland produces 25 million movements a year for world con- 
sumption, that that might be the situation in a fractional part of 
| percent. It is not a prevalent practice in Switzerland. They don’t. 
mark them anything, and they only mark them in accordance with this 
statute because the United States tariff requires it. They scrupulously 
observe the marking. 
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The Cuatrman. What about the cartel over there that will not per- 
mit them to mark them “adjusted,” will not permit them to export 
them if they are marked “adjusted” ? 

Mr. Fox. I don’t understand the provision you are referring to. Is 
there evidence before you that the cartel or a cartel in Switzerland 
does not permit watches to be exported unless they are marked “un- 
adjusted” ¢ 

The Cuatrrman. Not to the United States, as I understand it. 

Mr. Fox. That is absolutely untrue. We have hundreds of watches 
come in here marked “adjusted.” 

(At this point, Senator Ervin withdrew from the hearing room.) 

The CuarrMan. They are high-jeweled watches. 

Mr. Fox. They are 17 jewels. 

The Cnarrman. Seventeen and up. But the others, below that, they 
are not permitted to ship them into this country; is that correct ? 

Mr. Fox. That is not correct. 

The Cuamman. We have that testimony. 

Mr. Fox. I know of no such rule. If I wish to import a 15-jewel 
watch from Switzerland and I ask that manufacturer to send that 
watch over to his adjusters, if he had a capable adjuster in his fac- 
tory—a good many of them do not have, it is extremely skillful work— 
there is nothing in the world which would prohibit me from import- 
ing from Switzerland a 15-jewel watch marked “adjusted” to 5 posi- 
tions and to temperature. There is no such rule, to my knowledge, in 
Switzerland. 

The Cuamman. I think we have testimony to that effect in the 
record. 

Mr. Fox. I would like for you to check, because to my knowledge 
there is no such prohibition. A man can order anything he wishes. 
If I wish to order a 7-jewel watch and pay the expense of having it 
adjusted to 5 positions and temperature, that is purely a matter of 
business. There is no prohibition in Switzerland to exporting that. 

The Cuarrman. There would not be, as I understand it, to any 
other country, but only to the United States because of the statute. 

Mr. Fox. I do not understand that. The law is very clear. You 
must understand, Senator, the language of this provision indicates 
very clearly the nature of the adjustments about which they are speak- 
ing. You will note the provision itself without anything more would 
be rather difficult to understand. 

Senator Benprer. What do they do in the United States in connec- 
tion with these watches when they come in when they are not adjusted ? 
What does the mechanic, or artisan, or the fellow who handles the 
watch, have to do to make that watch available ? 

Mr. Fox. It is salable in its imported condition. Once the Swiss 
manufacturer produces it according to his factory specifications— 
let me explain that. I think it is inherent as part of the crux of this 
thing. The ordinary commercial watch movement in which the manu- 
facturer is not interested in an adjusted quality watch, the specifica- 
tion, let us say, for his factory is 1 minute plus a day, 60 seconds fast, 
which is fairly close—a good many wristwatches go 2 or 214 minutes 
a day faster, particularly the small ladies’ watches—he will have the 
parts either made in his factory or purchased, will have them as- 
sembled into the movement. And now, in order to determine whether 
it functions as a movement, he will have to test on either an electronic 
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m atch rate recorder or by having the fellow at the end of the assembly 
line, the finisher, hang it on a rac ck for 24 hours to see how it performs. 
He will time it against a master clock and make a record of what the 
time is, and then observe it overnight. They only work 8 hours a 
day and the factory is closed over night. If he does that during the 
day, the following day when he looks ‘at the wate h, he will see w hether 
it is within his bluepr int specifications. 

If it is within 60 seconds fast on that 24 hours—let’s assume the 
difference between the master clock and his watch is 50 seconds, well, 
that is within 60 seconds, he has done nothing but check it. It comes 
off the line and it is sent along for export to the United States, if it is 
exported as a movement and not as a watch. It would be cased, of 
course. 

That watch is ready for sale in that condition. The man who 
mports it into the United States takes that movement, checks it on the 
same electronic machine to see if it is within 60 seconds fast, and if it 
s, if it has not been dropped in shipment or anything which injures 
it in some way to prevent it from operating, he puts it in his case, adds 
the necessary bracelet and strap and so “forth, and it is sold. Ab- 
solutely nothing is done to it. 

The CHAIRMAN. Mr. Fox, how much longer would it take you 
to finish your testimony ? 

Mr. Fox. Not a great deal longer. I think, if you wish, I would 
like to explain the exact nature of the adjusting which is done. 

Mr. CuarrMan. I am afraid we will have to take a recess. Off the 
record. 

The Cuatrman. Thank you very much. We will hear you further 
before we close the hearing. 

Mr. Fox. Thank you very much. I would like to present this situ- 
ation. Ihavesome samples here to show you. 

The Cuatrman. Do you have a sample of one of those certificates 
that you can leave as an exhibit ? 

Mr. Fox. I can have a photostat made. 

The Cuatmrman. Have a photostat made, and it can be submitted. 
It will be Exhibit 16. We would like to have that. 

(Exhibit No. 16 may be found in the files of the subcommittee.) 

We will now stand in recess, 

(Whereupon, at 5:40 p. m., the hearing was recessed, subject to 
eall.) 

(Members present at the taking of the recess: The Chairman and 
Senator Bender.) 
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TUESDAY, JANUARY 10, 1956 


Unirep States SENATE, 
PERMANENT SUBCOMMITTEE ON INVESTIGATION 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 


The subcommittee met at 10 a. m., pursuant to Senate Resolution 41, 
agreed to February 21, 1955, in room 357 of the Senate Office Build- 
ing, Senator John L. McClellan (chairman) presiding. 

Present: Senator John L. McClellan, Democrat, Arkansas; Senator 
Henry M. Jackson, Democrat, Washington; Senator Stuart Syming- 
ton, Democrat, Missouri; Senator Sam J. Ervin, Democrat, North 
Carolina; Senator George H. Bender, Republican, Ohio. 

Also present: Robert F. Kennedy, chief counsel; James N. Juliana, 
chief counsei to the minority; Paul E. Kamerick, assistant counsel, 
Committee on Appropriations, on loan to subcommittee; Ruth Y. 
Watt, chief clerk. 

(Members present at the convening of the session: The Chairman 
and Senator Symington. ) 

The Cuatmnan. ‘The committee will come to order. 

This executive session is for the purpose of continuing a hearing 
involving customs on watches, a hearing that was begun last year, 
and which had to be suspended. At the time the hearings were sus- 
pended, Mr. William Fox was in the process of giving his testimony. 
At that time, he was advised that before the committee closed the 
hearings, he would be given an opportunity to finish his testimony. 

Mr. Fox is present again this morning. 

Mr. Fox, we are glad to have you resume your testimony before the 
committee. You will remain under the same oath which was admin- 
istered at the time you testified. You may proceed. 


TESTIMONY OF WILLIAM FOX, ON BEHALF OF THE AMERICAN 
WATCH ASSOCIATION—Resumed 


Mr. Fox. On behalf of the members of the American Watch Asso- 
ciation, I want to thank you most sincerely for this opportunity to 
complete our testimony concerning the controversy surrounding the 
assessment of additional duties on adjusted imported watches. 

Perhaps in view of the fact that some 6 months have elapsed since 
my last curtailed appearance on June 30 before this committee, it 
would be helpful for me to summarize briefly the major points which 
we presented at that time. 

First we pointed out that the adjustment dispute has been going 
on for years. The Treasury conducted an exhaustive survey of the 
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matter in 1939 and 1940, during which all segments of the American 
watch industry presented their views. At the conclusion of this 
study, on November 25, 1940, the Department issued T. D. 50277 (3), 
outlining the circumstances under which a movement could be prop- 
erly imported as “unadjusted.” 

Senator Symineron. Mr. Chairman, may I interrupt a minute? 

Do you plan to read this entire statement ? 

Mr. Fox. Yes, Senator. 

Senator Symrineton. How long will it be? 

Mr. Fox. About a half hour. 

Senator Symineton. The reason I ask that, Mr. Chairman, is that I 
have some questions to ask Mr. Fox at 11 o’clock. Would it be all 
right to ask them soon, because I have an appointment at 1: 30. 

The Cuairman. Yes. 

You understand, Mr. Fox, that we grant you the privilege of read- 
ing the statement so you may make perhaps a more impressive state- 
ment on your point of view. But any part of your statement, if you 
feel you can omit it, will be printed in the record as a part of your 
remarks. If you can summarize at some places, it will be of some con- 
venience to the committee for you to do so. 

Senator Symineton. Certainly the statement is more than a half 
hour, unless you are a very fast reader. 

Mr. Fox. I think I can accomplish it in that time, Senator. 

The Cuarrman. All right. Go ahead. 

Mr. Fox. This regulation, which gave an official interpretation of 
the intent and meaning of the Tariff Act provisions pertaining to 
adjustments, has been strictly followed by importers and by customs 
officials for the past 15 years. 

The domestic manufacturers have appealed to Treasury on several 
occasions for a review and revision of this regulation. For the past 
5 years, since 1950, the Treasury has conducted a continuing series of 
inquiries during which all points of view have been presented. The 
Department has sent representatives to study the Swiss manufactur- 
ing methods on at least two occasions. In fact, an official delegation, 
headed by a Treasury official, has only recently returned from a sur- 
vey which included visits to nearly 30 Swiss watch factories. 

I might add that the Swiss watch industry cooperated fully with 
these United States officials and made every effort to show them 
every watchmaking process they needed to see. Presumably, the con- 
clusions and recommendations of this delegation are under active 
review by Mr. Rose and others in the Department at the present time. 

There is no question that the Department has been fully aware of 
all arguments pertaining to the adjustment problem. It has re- 
peatedly reviewed the problem, under both the Republican and Demo- 
cratic administrations. 

Its 1940 regulation, which has been adhered to by both parties, 
clearly reflects the intent of the 1930 Tariff Act. 

Finally, we pointed out that while there can obviously be a difference 
of opinion about any law, we feel that the proper function of the exec- 
utive branch is to listen to both sides of these arguments, to study the 
law conscientiously and to issue interpretations of the law in accord- 
ance with their best judgment. Certainly, this procedure was scrupu- 
lously followed in the matter of adjustments, w rich the Treasury has 
kept under continuing review. 
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As a legal matter, and as a question of statutory interpretation, we 
respectfully submit that there is no basis in substance for attacking 
the long-standing Treasury interpretation. Moreover, as I shall 
elaborate below, we believe that the adjustment provisions have been 
completely effective in achieving their ness namely, to prevent 
unadjusted imported watches from being brought into the United 
States marked “adjusted,” and to limit such markings to the relatively 
small group of time pieces which have actually been subjected to the 
skillful adjusting processes. 

Now, Mr. Chairman, when we appeared before your committee last 
June, we were asked a series of question by you and other members 
of the committee and your staff. After leaving the hearing room, I 
jotted down some of these questions, since as you can appreciate, it was 
through these inquiries that we obtained, for the first time, a relatively 
clear understanding of what was being alleged by those who wished 
to see the adjustment provision changed. 

It occurred to me that perhaps the most useful evidence I could pre- 
sent today would be a detailed, thoughtful response to each of these 
inquiries. We hope that in explaining our position on these matters 
we will be able to establish to the satisfaction of the members of 
the committee that the spirit and language of the watch adjustment 
provision of the 1930 Tariff Act is being properly enforced, that there 
is no loophole through which these watches are coming into the United 
States at a rate lower than was originally intended, and that there 
is no need for further action either by the Treasury Department or 
the Congress. 

As I recall, the question period was opened during our last appear- 
ance by Chairman McClellan who questioned a statement I had made 
that the Bulova Watch Co.’s sympathies were now on the side of the 
domestic manufacturers. The chairman stated that Mr. Bulova had 
testified before this committee that only one-fifth of Bulova sales 
were represented by domestic production, and, as I recall, Senator 
Bender also mentioned that Mr. Bulova had testified that out of two 
million watches sold annually by his company, only 400,000 were man- 
ufactured in the United States. 

I mentioned that I believed Mr. Bulova had testified otherwise 
before the Tariff Commission. A check of the Commission’s hearings 
confirmed this recollection. Following is a quotation from Mr. Bul- 
ova’s testimony on May 24, 1951, before the Tariff Commission which, 
so far as I can determine, is the last time he publicly divulged these 
figures before any governmental body. 

(At this point, Senator Ervin entered the hearing room. ) 

Mr. Fox. Mr. Bulova told the Commission at page 1466: 

* * * Thus, from a modest beginning in 1930, the company’s present capacity 
at Woodside for the production of domestic movements is about 1,300,000 per 
year, which also, if necessary, can be increased. In the year 1948, this plant 


actually produced over one million movements. This compares very favorably 
with the production of the other three domestic manufacturers. 


Mr. Bulova also said on pages 1468-9: 


* * * We import a substantial quantity of movements into the United 
States, Canada, and for reexport. For the past 10 years, this quantity has ranged 
from about 750,000 to 1,400,000 per year. 

These figures should serve to correct certain statements made at previous public 
hearings on this question. For example, it has been asserted that Bulova’s 
imports are on a ratio of 3 or 4 to 1, as compared with its domestic movement 
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production ; instead, the simple fact is that the ratio during the past few years has 
averaged under 1144 to 1. In 1948, imports were less than 1 to 1 because we 
manufxctured more movements in the United States than we imported. 

IT might mention that the Bulova Co.’s domestic facilities have been 
enormously expanded since he made this statement in 1951 

Senator Symineron. I would like, Mr. Chairman, if I may, to 
interrupt there. 

The Cuarrman. Let him finish the paragraph. 

Senator Symrneron. All right, sir. 

Mr. Fox. And during these past few years his sympathies have 
swung increasingly on the side of the domestic manufacturers in their 
fight for restrictions on imports. 

The Cuairrman. All right, Senator. 

Senator Symineton. Mr. Chairman, I wish to ask the witness this 
question: Is the idea here that you think Mr. Bulova’s testimony is 
wrong ?¢ 

Mr. Fox. We believe that his domestic production is larger than he 
testified. 

Senator Symrneron. He was under oath when he appeared before 
this committee. 

Mr. Fox. I appreciate that. But all of his previous testimony was 
to the effect as I previously read to you. 

Senator Symineton. He is now testifying before this committee in 
the middle of 1955, and you are quoting him for the year 1948. 

Mr. Fox. That is right, 1948-51. 

Senator Syminecron. Is it possible that between 1948 and 1955 there 
were enough changes in his ratio of purchases as against production, 
and vice versa, so that he would not be perjuring himself before this 
committee ? 

Mr. Fox. Well, I presume there could have been a change, but the 
Bulova Watch Co. is a member of our association, and to the best of 
my knowledge, the information we have had about his production 
during the time he was a member was that it was in the neighborhood 
of 750,000 units a year. Whether there has been any substantial 
change in that currently, I can’t say. 

The Cuatrrman. Do you mean production ¢ 

Mr. Fox. Production, domestic production. 

The Cuamman. I note you also point out—pardon me, Senator— 
I note you also point out that since the time he testified, his plant 
has been expanded. 

Mr. Fox. Yes, I was going to modify it slightly in the subsequent 
paragraphs here. 

Senator Symineron. I read the paragraph ahead of this, but the 
question as to whether or not Mr. Bulova has said something in 1955 
is not directly pertinent to testimony that he gave in 1948, is it, from 
the standpoint of this type of testimony? I used to be a manufacturer 
myself, and there is no reason to feel that he has, under oath, made 
misstatements, based on 1948 figures, if he was talking about 1955, 
is that not correct ? 

Mr. Fox. That would be correct, Senator. 

Senator Symineron. Then what is the point of bringing this in? 

Mr. Fox. Because I believe they were misrepresented, notwith- 
standing that he was under oath before this committee. 

Senator Symineton. Have you checked it with him? 
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Mr. Fox. No, I have not; but I believe that if an accountant checked 
with Mr. Bulova’s records, they would find the production is more 
than 400,000 units. 

Senator Symrneton. What you are saying is that you believe Mr. 
Bulova perjured himself with respect to his testimony here? 

Mr. Fox. That is my belief; that is right. 

Senator Symrneton. That is what I was trying to get at, Mr. Fox. 
Thank you. 

Mr. Fox. We can only base it on our knowledge of his past produc- 
tion, and his production through the years. Whether there has been 
a change or not, I do not know personally or not, of course. I do not 
wish to imply that Mr, Bulova testified falsely when he gave what- 
ever figures he presented to this committee. 

Senator Symineton. You do believe that he testified falsely, based 
on what you just said ? 

Mr. Fox. That is my personal opinion. This is the Association 
view I am presenting here. 

Senator Symineron. When you say “I,” do you mean “I” as the 
association ? 

Mr. Fox. “I” as the association. 

Senator Symrineton. I want to be sure. You say you do not wish 
to imply that Mr. Bulova testified falsely. Now you say you do wish 
to imply? 

Mr. Fox. As an association I do not wish to imply it, but person- 
ally I believe that his production is greater than 400,000 units a year. 

Senator Symrneron. Then do I understand that this testimony 
does not represent. what you feel, necessarily, but it does represent 
what the association feels? 

Mr. Fox. Yes, this testimony that I am putting into the record. 
It may well be true that during a certain period, his domestic produc- 
tion was small compared with imports. For example, there were 
several months during which Bulova completely closed down some 
of his plant in order to switch production to a new, self-winding 
movement. 

I feel, however, that Mr. Bulova gave a misleading impression if 
he testified that his sympathies and his long-range financial interest 
lie primarily in the direction of imports. 

Mr. Bulova is a very astute man, with a long history of achieve- 
ment in the watch industry. However, his company’s attitude toward 
the subject of adjustments has obviously fluctuated in accordance with 
its financial interest. 

In 1948, for example, Mr. Howard L. Beehler, who at that time 
was dean of the Bulo ya School of Watchmaking, wrote an article 
entitled “Position Adjustment,” published in the December 1948 issue 
of the H. I, A. Journal, which is the official publication of the Horo- 
logical Institute of America. 

Incidentally, at the time the Tariff Act was passed in 1930, Mr. 
Beehler was assistant research director of the Hamilton Watch Co., 
as well as president of the Horological Institute of America. It is 
thus evident that he has a long history in the domestic watch industry 
and is thoroughly familiar with the adjustment problem. 
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Mr. Beehler’s article made the point that, despite the improved 
materials and workmanship used in producing Bulova watches, time- 
keeping errors are inevitable. He said: 

The correction of these time errors is distinctly a repair operation and can- 
not be classified in the category of adjustments. The entire concept of adjust- 


ing and an adjusted watch deals with a phase of watch work completely sepa- 
rated from the production of Bulova wristwatches. 


Mr. Beehler also wrote: 


In my opnion, there are very fed wristwatches sold to the American con- 
sumer which even measure up to the ideal which was originally established 
relative to an adjusted watch, 

I think that article is of very great importance, and I have a pho- 
tostatic copy of it here, which I would like to introduce in its entirety 
as an exhibit for the records of this committee. 

The Cuairman. It may be introduced. 

(The above referred to document was marked “Exhibit 17” and 
will be found in the appendix on page 194.) 

The Cuarman. I would like a little clarification of this last quote 
as you understand it. 


In my opinion, there are very few wristwatches sold to the American consumer 

which even measure up to the ideal which was originally established relative 
to an adjusted watch. 
Do you mean by that, or do you think the author of the statement 
that even though a wristwatch was marked “adjusted,” whether do- 
mestically manufactured or imported, that it did not measure up to 
the original ideal of an adjusted watch? 

Mr. Fox. No; I don’t think he means that, Senator. 

The Cuarrman. I cannot understand it unless it does mean that. 

Mr. Fox. I think what Mr. Beehler means by this is that there are 
very few watches, wristwatches, sold which have been adjusted in the 
way that the watchmaking art knows adjusting to be. 

The Cuarrman. That is exactly what I asked you. 

Mr. Fox. Perhaps I misunderstood you. That is my understanding 
of this, that they just do not adjust wristwatches in the way that the 
time-honored adjusting has been recognized in the watch industry. 

The Cuarrman. Do you mean even those that are marked adjusted” ? 

Mr. Fox. If it is marked “adjusted,” it is meaningless. If it is 
marked “adjusted to five positions” and “adjusted to temperature,” 
that would be within the proper concept of the watchmaking industry 
as an adjustment. 

The Cuarrman. Allright. Proceed. 

Mr. Fox. As further evidence on this point, I want to refer to an 
exchange of correspondence between Mr. Bulova and Mr. Beehler 
which occurred in October 1948. Because the correspondence is some- 
what lengthy, and I do not wish to consume too much time on this 
matter, I will merely summarize the letters and offer the full text for 
inclusion as part of my statement. 

On October 4, 1948, Mr. Bulova wrote Mr. Beehler and requested his 
expert views on the adjustment issue. Mr. Beehler replied on Oc- 
tober 8. After explaining the principal components of a watch move- 
ment, Mr. Beehler stated : 

* * * It is assumed that all parts of a watch are manufactured to close toler- 


ances, otherwise they could not be assembled and timed. This applies to low-price 
watches as well as to fine jeweled watches. Any of these watches can be timed, 
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but this has nothing to do with adjustments, as understood from the point of 
fine watchmaking. The term “adjusted,” as known in the horological profession, 
applies to the work that is done to a watch after it is assembled. 

Mr. Beehler then went on to describe the various types of adjustments 
and what is involved, from a technical standpoint, in the adjusting 
processes. 

He concluded : 


Only if this work is expertly done by a first-class watchmaker can a watch be 
classified as “adjusted.” In the past 20 years new alloys have been developed 
for hairsprings which may facilitate adjusting of a watch, but it is ridiculous 
to suppose that a watch that comes off the assembly for ordinary timing can be 
considered “adjusted.” 

The Cratrman. May I inquire, is not that the very point at issue 
here, the importers marking them “unadjusted” ? 

Mr. Fox. As they come off the assembly line for ordinary timing, 
the importers mark them “unadjusted”, which is what Mr. Beehler 
says they are. 

The Cuarrman. I see. Now you are presenting to us evidence of 
Mr. Bulova’s position prior to that time that he so recognized that a 
watch thus produced without having the technical, skillful work of 
someone after it was assembled in the adjusting field, then that watch 
would truly be an “unadjusted” watch. 

Mr. Fox. Yes, sir. 

Senator Symineron. Mr. Chairman, did you say Mr. Bulova? I 
think this is a statement made by Mr. Beehler. 

Mr. Fox. This is a statement made by Mr. Beehler at Mr. Bulova’s 
request on what constitutes adjustments. 

The CHarrmMan. I am sorry. 

Mr. Fox. Mr. Bulova supplied that to our Association at that time 
when his interests were on the import side in connection with the 
adjustment question. 

The Cuarrman. What you are quoting is not necessarily Mr. 
Bulova’s view at that time, but Mr. Beehler’s view ? 

Mr. Fox. That is right, supplied by Mr. Beehler as Mr. Bulova’s 
position on the matter. 

The Cuatrman. In other words, he supplied this in support of his 
position at that time? 

Mr. Fox. Yes. 

On October 22, 1948, Mr. Bulova wrote to the counsel of the Ameri- 
can Watch Assemblers Association, enclosing a copy of Mr. Beehler’s 
letter, and supporting his position. I would like to read paragraph 
two of Mr. Beehler’s letter: 

Any movement or watch, after it is assembled, may time from 15 seconds to 
5 minutes per day in temperature or positions; but this is not the kind of timing 
that is defined in the language used by American manufacturers for adjust- 
ment classification. 

It is thus clear that within recent years, Mr. Bulova and his leading 
technical expert agreed with the position that we are taking today; 
namely, that there is a sharp difference between an “adjusted” watch 
and normal production line models. 

I might add that nothing has occurred from the standpoint of watch 
manufacturing techniques or materials within the past 7 years which 
could have caused the Bulova Co. to change its position. The only 
change which has occurred, so far as I know, is the fact that the 
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Bulova Company has recently become increasingly self-sufficient in 
its domestic operations and, therefore, relatively less dependent on im- 
ports from Switzerland. 

I would, at this point, like to submit photostatic copies of the three 
letters, the one to Mr. Beehler dated October 4, 1948, from Mr. Bulova; 
the one addressed to Mr. Bulova by Mr. Beehler, dated October 8, 
1948, and Mr. Bulova’s letter dated October 22, 1948, to the counsel 
of the American Watch Assemblers Association, which is our organ- 
ization. 

The Cuamman. They may be made an exhibit and appropriately 
numbered. 

(The above referred to documents were marked “Exhibit 18” and 
will be found in the appendix on page 197.) 

Mr. Fox. This brings us to questions raised during my last appear- 
ance by the chairman and by Mr. Kennedy, concerning the fact that 
certain movements are shipped from Switzerland to Canada and other 
countries marked “adjusted,” while similar movements are shipped to 
the United States marked “unadjusted.” There were other questions 
based on the fact that prior to 1930 certain movements were sent to 
the United States marked “adjusted,” while after the passage of the 
Tariff Act these same movements were marked “unadjusted.” 

These questions raise the fundamental issue whether movements 
shipped to the United States are correctly marked “unadjusted” in 
accordance with the intent of Congress in passing the 1930 Tariff Act 
or whether the movements are marked “unadjusted” simply to avoid 
payment of duties. This is the issue we would like to discuss at this 
time. 

There is no doubt that in the United States watch industry the word 
“adjusted” has a technical meaning, which refers to the recognized, 
traditional classes of watch adjustments; that is, adjustment to po- 
sition and temperature. In this sense, the word “adjusted” refers to 
lengthy, skillful testing and manipulating operations performed after 
normal manufacturing, timing, and regulating in order to make a 
watch run within certain high standards under various operating con- 
ditions. 

We acknowledge, of course, that the word “adjusted” also has a broad 
generic meaning which is quite apart from the technical operations 
involved in adjusting a watch movement to position and temperature. 
When a watch, like any other mechanism, is properly adjusted in the 
generic sense of the word, it merely means that it is working properly. 

A customer may bring his watch into the jewelry store to have its 
hands “adjusted,’ *just as he may bring his automobile to his dealer 
to have the spark plugs “adjusted.” For example, here is an article 
by et repair specialist entitled, “How To Adjust Hands That 
Catch. 

Clearly the term “adjusted” was used in the Tariff Act with the 
meaning it has in the watchmakers art which is entirely different from 
the broad generic meaning as used in this article. 

I would like to submit this article as an exhibit for the files of the 
committee. 

The Cuarrman. All right. 

(The above referred to document was marked “Exhibit 19” and may 
be found in the files of the subcommittee. ) 
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Mr. Fox. It seems to me that the question facing the Treasury De- 
partment—and this committee in determining whether the 1940 Treas- 
ury Decision is correct—is: What was the intent of Congress in enact- 
ing the adjustment provisions of the Tariff Act? Did Congress intend 
for these duties to be imposed on any movement that is “adjusted” in 
the generic sense of the word; that is, on any movement that is merely 
manufactured and assembled properly? Or did Congress have in 
mind the technical meaning of the word “adjusted”; that is, the post- 
manufacturing operations performed on watches to assure specs 
timekeeping performance in various positions and temperatures! 

We respectfully suggest that the language of the statute and a 
review of the legislative record will clearly demonstrate that Congress 
intended for the word to be interpreted in its technical, traditional 
sense rather than its broad, general meaning. In fact, the basic 
objective of the provision was to penalize importers who attempted 
to use the word loosely in its generic sense, for advertising purposes, 
and to make certain that importers would mark their movements 
as “adjusted” only if they were truly adjusted in the technical sense 
of the word. 

We would first like to refer to the hearings before the House Ways 
and Means Committee and the Senate Finance Committee in 1929, 
when the present Tariff Act provisions relating to adjustments were 
under consideration. 

The principal witness for the domestic manufacturers was Mr. 
Taylor Strawn, of the Elgin Co. Before the House Ways and Means 
Committee, Mr. Strawn made this oral explanation of the adjustment 
problem, pages 2348-50: 

The matter of adjustments has been one place where we have suffered tre- 
mendously. Marking a watch “adjusted” has a sales value in the United States, 
because the American manufacturers have always built a watch, when it was 
marked “adjusted,” to the best of their ability and their skill, and it has really 
been an adjusted watch. 

Today, we figure, from an examination at the ports of entry and retail jew- 


elers’ stores, that at least 90 percent of the foreign watches coming in here 
marked “adjusted” are in fact not adjusted. 


Mr. Strawn also submitted a brief on behalf of the American Watch 
Manufacturers which contained the following statement, page 2361: 


The question of adjustment has been the subject of much controversy in 
the past. Adjustment to position consists of the necessary alterations made 
to the different parts of a watch mechanism after assembling and timing which 
may be found necessary in order to make it run with the same degree of accuracy 
in the various positions in which a watch may be found in actual use. It is 
among American manufacturers and dealers a symbol of excellence in a time- 
piece and much time and money has been expended in bringing it to a high state 
of accuracy and using it as a mark of excellence. Foreign manufacturers have 
used such adjustment markings to such an extent that the public is rapidly 
losing all confidence in it as a symbol. Even one-jewel movements selling here 
costing as low as $1.80 each are marked 1 or 2 adjustments. Probably 90 percent 
of the watches imported marked “adjusted” have not been adjusted at all. Such 
deception of the American public is deplorable. 

We recommend, therefore, that a duty sufficient to thoroughly discourage 
such marking be applied thereto to the end that the marking of adjustment 
and position should be restricted to those legitimately entitled to the use of 
such a mark, and that such a duty be applied to each adjustment alleged to 
have been made in accordance with such marking. 


Later, on pages 2364-5 of the Ways and Means Committee tran- 
script, there appears another lengthy discussion of adjustments in a 
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supplemental brief filed by the domestic manufacturers. On these 
pages, there is a vigorous complaint that inexpensive, popular-priced 
movements were being marked “adjusted,” and it was stated that— 


such marking is not only a definite fraudulent statement of fact but in an article 
such as a watch about which the consuming public knows nothing, the fraud is 
perpetrated without any real opportunity for discovery. 


Now, let’s consider the testimony of Mr. Strawn before the Senate 
Finance Committee. On page 693 of the 1929 hearings, the following 
exchange took place between Mr. Strawn and Senator Reed, a member 
of the committee : 


Senator Reep. What does that mean? What is an adjustment? 

Mr. Strawn. An adjustment is a watch that is placed in position after it is 
manufactured, and tested for timing in that position. If it does not time within 
a certain qualification—say, 5 seconds fast in 24 hours—it is taken down and re- 
adjusted by changing the pivots, the jewel holes, the hairspring, or any one of a 
number of things that can be done. 


Senator Reep. How can any examiner tell whether that has been done or not? 

Mr. Strawn. He cannot. That is the reason that under this new bill it does 
not make any difference whether he can tell or not; if it is marked “adjusted,” 
he then pays 50 cents for each mark of that kind. 


Senator Reed then went on to ask: 


Why should we use that as a basis of taxation? 

Mr. Strawn. There is a certain sales value in marking the watch “adjusted,” 
and that is the reason that hundreds of thousands of watches have been coming 
in under the old act and marked “adjusted,” because there was no extra duty 
on it. Under this new act they will pay for that marking if they put it on. If 
they have to pay for it, they will probably adjust it and make it an honest watch 


which competes with our watches which are marked “adjusted” and are actually 
always adjusted. 


Thus, it seems clear that the suggestion for a special duty on ad- 
justed movements was urged by the domestic manufacturers primarily 
to prevent unadjusted movements from entering the country falsely 
marked as “adjusted.” 

It should be noted, however, that during 1929, the leading importers 
and the domestic manufacturers conducted a series of meetings which 
resulted in an agreement about the adjustment problem and how 
customs duties should be levied. 

(At this point, Senator Bender entered the hearing room.) 

Mr. Fox. Mr. Strawn submitted a brief to the Senate Finance Com- 
mittee on behalf of the American Watch Manufacturers in which he 

resented language approved by all of the domestic manufacturers and 
by importers who handled 75 percent of the movements shipped into 
the United States, page 704. : 

Testifying before the Finance Committee in support of this agree- 
ment, on behalf of the American watch importing industry, was Mr. 
George J. Gruen of the Gruen Watch Co., Cincinnati, Ohio. On 
page 717 of the hearings, Mr. Gruen made this statement: 

I will state at this time that the position of Mr. Strawn and the domestic 
manufacturers relative to adjustment is correct, in that there is a lot of 
cheap trash in this country marked 4, 5, and 6 adjustments, that only costs a 
dollar. That is a lie on the face of it. They are not adjusted. They never 
were and they never could be at that price, because adjusting is an expensive 
process. The importers of the better class of merchandise, as well as the do- 
mestic companies, have always maintained that adjustments meant something, 
and tried to sell it to the public on that theory. 

Mr. Chairman, these quotations are typical of the testimony before 
the Senate and House committees in the 1929 hearings. They clearly 
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demonstrate that both the leading importers and the domestic 
manufacturers, and, I might add, Members of Congress as well, un- 
derstood the meaning of the word “adjusted” as it, was used in the 
provisions of the 1930 Tariff Act. Time and again, it was demon- 
strated that the word was being used in its technical, watchmaking 
sense, that it referred to expensive operations per formed on a limited 
number of better grade watches; and that it referred to skillful tests 
and manipulations performed after the completion of normal manu- 
facturing and timing. 

Within the watch industry, there is generally a difference in lan- 
guage when the word “adjusted” is used in its generic and in its tech- 
nical sense. Whenever the terms “adjusted to “position” or “adjusted 
to temperature” are used, the word is clearly intended in its tech- 
nical sense. 

It is important to note that the Tariff Act specifically refers to 
classes of adjustments. The statute requires that any adjusted watch 
be marked with the number and classes of adjustments—it was plain- 
ly contemplated that the marking would specify the number of posi- 
tions to which the movement had been adjusted and whether it had 
been adjusted to temperature. In fact, any imported movement 
sunply marked “adjusted” would bear an illegal marking under the 
Tariff Act of 1930. 

The domestic manufacturers are clearly aware that only watches 
which have been subjected to true adjustment after manufacture and 
timing can properly be marked with the number and classes of ad- 
justments in a manner similar to that provided by the Tariff Act. 
The domestic manufacturers mark truly adjusted watches with the 
number and types of adjustments. On the other hand, for promo- 
tional purposes, they sometimes mark their cheaper watches with the 
loose term “adjusted,” without specifying the number and classes. 

Mr. Chairman, I would like to show the committee these watches 
produced by Hamilton which illustrate this point. I have several 
baie This pocket watch which I have before me is the Hamilton 
Railway Special. This is a watch which the company has always 
adjusted in its true technical watchmaking sense to positions and 
temperature and so on. I would like to show the committee. 

The CnarMan. Just read it and then if the committee wishes to 
seee it they will ask for it. I do not know whether we can see it or not. 

Mr. Fox. I have a small glass. 

The CuarrmMan. Just read what you have on the watch. 

Mr. Fox. This is marked “Adj.” period. That is permitted under 
the law. “Adj.” refers to “adjusted.” 

The Cuarrman. That is what I meant. 

Mr. Fox. It has “Temp.”—temperature—and “six positions.” It 
is clearly jndicated. That watch, I might say, is the thing which 
we are talking about, a truly adj usted watch, and so marked. 

Here is a Hamilton wristwate 

Mr. Kennepy. Could I ask on that watch did it go through post- 
assembly manipulation ? 

Mr. Fox. This pocket watch, yes. This is the one that subsequent 
to assembly and timing is handed to the most expert watchmaker in 
the factory who adjusts it, who must now proceed to do the very 
intricate work, first testing for 15 days at the least. 
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Mr. Kennepy. Actually, is there a postassembly manipulation to 
that watch ? 

Mr. Fox. Yes. 

Mr. Kennepy. I am not asking whether it is testing of 15 days. 

Mr. Fox. Yes. 

Mr. Kennepy. For every watch that is adjusted to six positions, 
you know that that has been manipulated after assembly ? 

Mr. Fox. Yes, it has to be. 

Mr. Kennepy. Mr. Sinkler of Hamilton gave contrary testimony 
about his watches. 

Mr. Fox. We, from countless years of experience—— 

Senator Symineron. Is that a Hamilton watch you have in your 
hand ? 

Mr. Fox. These are all Hamilton watches; yes. This one that I 
have before me is a Hamilton wristwatch. 

Mr. Kennepy. What if that watch after 15 days is found to work 
properly and come within the tolerances ? 

Mr. Fox. It couldn’t. From our experience in the watch business, 
no watch which comes off the assembly line could time to the toler- 
ances required to properly mark it to adjusted position in a railroad 
watch. It is an absolute impossibility. 

Mr. Kennepy. What are the tolerances in a railroad watch? 

Mr. Fox. The tolerances are a series of mean averages. ‘There must 
be not greater than a certain number of seconds between the rate. 

Mr. Kennepy. What are they ? 

Mr. Fox. They differ mpencang on the nature of the watch. A 
railroad watch has a certain qualification—I don’t have it before 
me—which is extremely close. ‘The watch itself has to time plus and 
minus a certain very few seconds, and the temperature—it has to 
perform a certain way, either zero or 2° centigrade and at 30° 
centigrade. 

Mr. Kennepy. Something has to be done to the temperature? 

Mr. Fox. It has to be put in the icebox and in the oven and tested 
2 days. 

Mr. Kennepy. But does something have to be done to it? That is 
the question. 

Mr. Fox. It would depend on the type of spring in it. If it were 
a steel spring, the probabilities are that something would have to be 
done. If it were one of these modern alloy springs, it may not be 
necessary to do any actual manipulating further than testing it for 2 
days in the oven and 2 days in the icebox against a regulated clock. 

Mr. Kennepy. How is that properly marked “adjusted,” then, if 
there is no manipulation after final assembly? Talk about the 
temperature. 

Mr. Fox. In the temperature adjustment, it is one place where, in 
some instances, manipulation may not be necessary. If the alloy of 
which the spring is made happens to be of such a perfect melt that 
it compensates for the differences in the omparataay then the thing 
that would be necessary would be to have the tolerances and make 
the tests, which is time-consuming and costly. But it may not be 
necessary to do actual work on it at that point. 

Mr. Kennepy. Then that is a built-in adjustment? 





SWISS WATCHES—ADJUSTMENTS 137 


Mr. Fox. It is not a built-in adjustment. There is no such thing 
as a built-in adjustment. That is an improvement in technological 
horological manufacture. 

Mr. KenNepy. You say that is an adjustment for temperature, and 
vet there is no manipulation after assembly. 7.9 
“ Mr. Fox. It is not an adjustment. What they are doing is finding 
out whether the watch operates within the tolerances they require for 
adjustments and they can only determine that after making the ex- 
haustive tests. But that is not done on the ordinary watch taken off 
the production line. It never is. You only do that when you intend 
to mark your watch adjusted to temperature. 

Mr. Kennepy. That is the test. That is not part of adjusting. 

Mr. Fox. Testing is a vital part of adjusting. It is impossible to 
adjust without tests. 

The Cuatrman. In other words, to get this clear, the watch that 
comes off of the assembly line is unadjusted ? 

Mr. Fox. Yes, sir. 

The Cuamman. Any watch that comes off of the assembly line is 
unadjusted in that technical sense ? 

Mr. Fox. Yes, sir. 

The Cuarrman. In order to adjust, there must be a previous test 
to determine what adjustment is required ¢ 

Mr. Fox. Absolutely. 

The Cuatmrman. So you make the test with the view of making 
adjustments if adjustments are required ? 

Mr. Fox. That is it exactly. 

The Cuatrman, If none is indicated, then the term “adjusted for 
temperature” simply means that it has been tested and found 
adequate ? 

Mr. Fox. Yes. 

The CuatrMaNn. That is what it means. So you use the term “ad- 
justed” to include tests made that indicate that no actual manipula- 
tion is required ? 

Mr. Fox. Well, the last part of it doesn’t follow, Senator. You 
use the term to indicate that the watch does perform within the toler- 
ances required, and that you have made the necessary tests to deter- 
mine that it does. 

The Cuatrman. That is right, to determine whether any manipu- 
lation is required to bring it within those tolerances or if the watch 
as it came off of the assembly line comes within the adjusted standards 
that you would seek to bring about if an adjustment were required ? 

Mr. Fox. Yes. But limited to temperature, in this instance. 

The Cuarmman. I am talking about temperature. 

Mr. Fox. Yes, temperature, that is right. 

Senator Symineron. Mr. Chairman, it is 11 o’clock, and I have to 
leave in a couple of minutes. 

The Cuarrman. You may proceed. 

Senator Symrneron. When you get into the subject of testing, 
from the testimony of Mr. Strawn, was the question of temperature as 
he specified it on final assembly or was it during the process of making 
the watch ¢ 

Mr. Fox. He was testifying to processes after the watch was as- 
sembled and normally timed. 
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_ Senator Symineton. Then his testimony came to temperature test- 
ing and referred to temperature testing after the watch was assembled, 
is that correct? 

Mr. Fox. Yes, after it was assembled and timed, both. 

Senator Symrneron. Are you sure of that? 

Mr. Fox. Definitely. 

Senator Symrneron. One other question I would like to ask is this, 
or maybe a couple more: Why is it that similar watches are sold in 
the United States marked “unadjusted” and in other countries marked 
“adjusted” ? 

Mr. Fox. Well, we answer that here. There is no requirement in 
the other countries that they be marked “unadjusted” if they have 
not been truly adjusted within the technical meaning of the horolog 
ical industry. | 

Senator Symrneron. Are you saying that the Swiss manufacturers 
are marking their watches falsely to sell in other countries and accu- 
rately to sell here? 

Mr. Fox. No, I am not. It is not a usual practice and they are 
not marking it the way the tariff requires. 

Senator Symineron. But a watch is either adjusted or unadjusted, 
is it not? 

Mr. Fox. It depends on what adjustment you are talking about. 
If it is adjusted to temperature and position, that is one thing. If 
it says “adjusted,” you could be referring to the fact that the move- 
ment was properly adjusted in the case or the hands properly adjusted 
to function. 

Senator Symrnoton. Explain to me once more why the same watch 
sold in Canada or other countries is marked “adjusted” and sold in 
this country and marked “unadjusted” by the manufacturer in 
Switzerland ? 

Mr. Fox. Because our tariff law requires the movement to be marked 
“unadjusted” when it has not been adjusted to the technical classes of 
adjustment which the law covers, namely positions and temperature. 

Senator Symmneron. Why do you think they mark the watch “ad- 
justed” when they send it to Canada? Does that make it a more 
salable piece of merchandise ? 

Mr. Fox. I would think it has some advertising value and makes it 
more salable in Canada. 

Senator Symrnoton. Then the theory of the tariff law here would 
be to charge more for a better product, would it not ? 

Mr. Fox. Yes. 

Senator Symmncron. And if you mark it “unadjusted,” that, in 
effect, represents that it is not as good a product as if it is marked 
“adjusted” ? 

Mr. Fox. Definitely. 

Senator Symineron. What that is, then, is getting around the con- 
cept or philosophy of the tariff law ? 

Mr. Fox. In our tariff, you must have it marked according to the 
concept. You could not mark it “adjusted” and send a watch into 
the United States. The customs would withhold it and not permit 
delivery. 

Senator Symrneron. If you mark a watch “adjusted” in Canada, 
you do it because it has more sales value. 

Mr. Fox. It has an advertising value. 
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Senator Symrneton. The theory of the tariff law was to collect 
more money from people who sold watches abroad, was it not, or 
tariff ? 

Mr. Fox. Not this one. From what I have read here, I think 
there is a very clear indication that the term “adjusted” was placed 
in the present Tariff Act to prohibit importers from actually marking 
a walk “adjusted” whea it was unadjusted. 

Senator Symineron. Why is it that a country that is as sharp about 
its tariff experiences, and I have had considerable dealings with 
them, as Canada, would not take the same care with respect to what is 
shipped into their country and fools their people? 

Mr. Fox. They just haven’t made a provision as we have with re- 
spect to the term “adjustment.” There is no prohibition in Canada 
from importing a watch with the word “adjusted” on it. So the Swiss 
mark it “adjusted” for what sales value it may have in Canada. 

Senator Symineron. Thank you, Mr. Fox. 

Excuse me, Mr. Chairman. 

The Cuatrman. All right. 

(At this point, Senator Symington withdrew from the hearing 
room. ) 

The CuamMan. You may proceed. 

Mr. Fox. I was at the point where I was discussing these move- 
ments. The second Hamilton watch which I have here is just marked 
with the plain word “adjusted.” This watch was not treated the way 
this first watch was, which is marked adjusted to temperature and 
six positions, or it would be marked the way this one is marked. They 
realize that if they mark this watch the same way it would be a fraudu- 
lent marking, because this watch would be tested by the Bureau of 
Standards and would not conform to the standards. 

The Cuarmrman, The watch you hold in your hand has the plain 
word “adjusted” ? 

Mr. Fox. Yes. 

The Cuarrman. I understood you to say a few moments ago that if 
an importer sent a watch in just marked “adjusted,” then it would 
not be permitted to enter. 

Mr. Fox. That is right. 

The CHatrman. That is because the law requires the adjustments 
to be designated ¢ 

Mr. Fox. That is right. 

The Cuarmman. But you, the domestic producer, can sell it marked 
“adjusted” without qualifying it as to the character of the adjust- 
ments that the watch has received ? 

Mr. Fox. That is right. 

The Carman. All right. 

Mr. Fox. The third I have is a Hamilton lady’s watch, I don’t have 
to open it. I can assure you it has no marking on it whatsoever. 
It is just the movement with absolutely no marking. There is not 
anything except the jewels. 

The Caiman. Why could it not be very well marked “adjusted”? 

Mr. Fox. Well, it could, but presumably they didn’t. 


The Cuarrman. There would be no difference with the one marked 
“adjusted” ? 





140 SWISS WATCHES—ADJUSTMENTS 


Mr. Fox. I don’t think there would be. I don’t think there is any 
difference between the two, the one marked “adjusted” and the one 
with no word at all. 

The Cuatrman. Does that give it additional sales value, with “ad- 
justed” on it? 

Mr. Fox. A little more sales value. If the jeweler opens it up and 
says “This is adjusted,” it might have some influence on the buyer. 

The Cuatrman. It looks like Hamilton is overlooking something 
with the ladies wrist watch. 

Mr. Fox. I make a point here. I think the word is somewhat 
misleading. If a person happens to know something about adjust- 
ments, this word would mislead him to perhaps think that it would 
be adjusted. Just the plain word has a connotation. 

The Cuarrman. It might be well in a matter of fair-trade laws 
that they require you folks to mark your watches for stating the 
truth. 

Mr. Fox. Ours are marked. 

The Cuatrman. If we go into this in a matter of legislating to 
revise existing law, would you recommend that we require domestic 
manufacturers to mark their watches according to their quality or to 
define adjustment whenever they mark ‘it on a watch to show the 
extent of adjustment it has received / 

Mr. Fox. I would think it would be a condition. 
word “adjusted” is meaningless. 

The CuarrMan. Except to give it some possible advertising value 
or sales value? 

Mr. Fox. Yes. 

Senator Benper. Your contention is, then, that Swiss watches im- 
ported here are actually adjusted and they are so marked ? 

Mr. Fox. They are not adjusted. Most of the watches which come 
in, the great majority, are not adjusted. They are unadjusted and 
they are properly marked “unadjusted” in accordance with the tariff. 
But there is a percentage which comes in, chronometers and better 
grade movements, higher priced movements, which have been given 
the full adjustment treatment, those are marked “adjusted” to posi- 
tion and temperature. 

(At this point, Senator Jackson entered the hearing room.) 

Senator Brenver. If they are not marked, they are not adjusted? 

Mr. Fox. They must be marked one way or the other. You are not 
permitted to import a movement without any marking. It has to be 
marked “adjusted” with the number and classes of adjustments, or it 
has to be marked “unadjusted.” 

Senator Benper. I recall that now, from the hearings of last year. 

Senator Ervin. In other words, your position is that these Swiss 
watches which have been imported and marked “unadjusted” were 
unadjusted and that the adjustment process, whatever adjustment 
process in the technical meaning occurred, was after the importation? 

Mr. Fox. They don’t adjust them, Senator, after importation. The 
sell them with the marking “unadjusted” on them. It would be muc 
too expensive a proposition. It would add $10 or $15. 

Senator Ervry. They are sold like the last two Hamilton watches 


you have exhibited, without being adjusted as to position or tem- 
perature ? 


Mr. Fox. Yes. 


I believe the plain 
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Senator Ervin. In other words, your position in brief is this, that 
prior to the enactment of the Tariff Act of 1930, the word “adjusted” 
in reference to watches was used in two senses, one a generic sense to 
signify that the watch would operate properly in a general way, and 
the second in a tecknical sense, which was employed in the watch- 
making industry itself ? 

Mr. Fox. Yes, true adjustments in the art. 

Senator Ervin. Your position is that the word as used in the Tariff 
Act of 1930 was used in its technical sense as used in the watchmaking 
industry rather than in its generic sense? 

Mr. Fox. Yes, Senator, exactly. That is clearly indicated by the 
provision which requires the marking to demonstrate the number and 
classes of adjustments. 

Senator Ervin. And your interpretation has been placed upon this 
provision of tiie Tariff Act by the Treasury Department continuously ¢ 

Mr. Fox. Yes, it has, from 15 years ago. 

Senator Ervin. That is, since the matter first arose under the Tariff 
Act? 

Mr. Fox. That is correct. 

Senator Ervin. And that would be aproximately 25 or 26 years, 
would it not ? 

Mr. Fox. The term itself has been interpreted the way we are dis- 
cussing it here since 1930, and when the first question arose in 1939 as to 
whether that was a correct interpretation, the Treasury Department 
made an exhaustive investigation, it consumed more than a year, and 
made the Treasury Department ruling which confirmed the practice 
up to that date and which has been followed uniformly by both im- 
porters and Swiss manufacturers and everybody since. 

Senator Ervin. Your position is that everybody concerned has 
given a uniform interpretation to this provision since it was put in the 
Tariff Act of 1930, and your contention is that it was put in the Tariff 
Act of 1930 in order to make this distinction clear ? 

Mr. Fox. Yes. Our position, basically, is that the domestic people 
in their striving for increased duties on imported watches have seized 
on this provision as one of the means to obtain an indirect increase in 
customs duties. If they can accomplish a new interpretation of this 
term to mean something different than it actually meant when it was 
used in the tariff law, of course they can accomplish tariff increases 
by indirection. 

Senator Jackson. Might I ask a question here, Mr. Chairman ? 

The CHarmman. Yes. 

Senator Jackson. Do you feel that the designation “unadjusted” 
ought to appear on the face of the watch rather than on the watch 
mechanism itself inside ? 

Mr. Fox. I don’t think so. I think it properly belongs on the 
movement. - The face of the watch, as you designate it, undoubtedly 
is the dial, which can be removed very readily. 

Senator Jackson. I understand. But the point is that the person 
who buys the watch should know the kind of wateh that he or she is 
getting. I merely raise this question. There may be a lot to what 
your interpretation of the law has been in the last 15 years. 1 am not 
disagreeing on that point. I am just raising the question about the 
matter of properly informing people who buy watches. That ques 
tion has been raised previously in the committee. 

74602—56——10 
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Assuming your interpretation is correct on the definition of adjusted 
and unadjusted, assuming that all of the Treasury decisions are cor- 
rect to date, and I take it that you are here to corroborate the position 
taken by the Treasury Department—— 

Mr. Fox. Yes. 

Senator Jackson. Do you not feel the people who buy watches, how- 
ever, ought to know whether they are getting adjusted or unadjusted 
watches ¢ 

Mr. Fox. Well I think that is matter of legislation, personally. 
The law itself provides where the marking should appear and how 
it should appear. 

Senator Jackson. Is the law rigid on that or is there discretion? 

Mr. Fox. You have no discretion. It says you must mark it on the 
top plates or briges of the movement. 

Senator Jackson. Of the movement ? 

Mr. Fox. Of the movement. You have no choice in the matter. 
I was going to add that my own thought was it would be a great 
competitive disadvantage if the importers were ever required to 
mark it on the dial of the watch, because the domestic people now 
have an advantage already in being in a position to ae the thing 
adjusted on the movement without designating any class of adjust- 
ment. It gives the idea it is an sdjented watch when it really isn’t. 

Senator Jackson. Assume that the same requirements are made of 
domestic manufacturers, so that there is uniformity. What would 
be the objection then? What would be the unfair competition ? 

Mr. Fox. If the domestic manufacturers were required to mark a 
watch movement this way unadjusted on the dial, when they didn’t 
treat it the way they did this pocket watch, of course there would be 
no inequity if the importers were required to do the same thing. 

Senator Jackson. I am assuming the same standards. There would 
not be any unfair competitive situation, would there? 

Mr. Fox. There wouldn’t be any real objection, except that it 
wouldn’t look too well. I don’t think it is a good merchandising 
—— I am not a seller of goods, but it strikes me it would 

violently objected to. 

Senator Jackson. That is why you have the labeling act under the 
Federal law, so a person knows what he is getting. It may not look 
so good from the standpoint of the boys who operate on Madison 
Avenue, but it might be in the public interest to do so. 

Mr. Fox. These watches, while they are not adjusted to tempera- 
ture and position, have been so-called timed and regulated. In other 
words, they keep resonably good time for the particular quality you 
are purchasing. It isn’t as if you are buying a watch, when marked 
“adjusted,” it will go 10 minutes a day fast or slow. 

Senator Jackson. I understand that, but as long as the trade, 
through a long period of usage and now it is in the law, the Tariff Act, 
refers to adjusted and unadjusted, is not the public interest entitled 
to know which is which ? 

Mr. Fox. Frankly, I don’t think the public knows enough about it. 

Senator Jackson. But by that argument, you can say that the public 
failed to read the fine print on the Labeling Act, the Drug Act, and 
a lot of other things, and, therefore, it ought to be dispensed with. 

Mr. Fox. In the average wrist watch, an adjustment isn’t that im- 
portant. It would be different if it were a pocket watch or a railroad 
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watch. But a wrist watch is something which gets knocked about 
pretty thoroughly. It is on your arm and it is bounced and hit. An 
adjustment is a very fine process. 

Senator Jackson. But there id a difference in the price? 

Mr. Fox. Yes, a considerable difference. They are much higher 
priced. I think most people wouldn’t buy them if they were adjusted 
because they would be too high priced for the popular priced watches. 

Senator Jackson. Therefore, if there is a substantial difference of 
price between the two, why should not the public be entitled to know? 

Mr. Fox. Because I don’t think it makes too much difference. The 
mere fact that the watch is marked “unadjusted” for the technical 
purposes of position and temperature adjustment doesn’t mean it is 
not a good timekeeper. It doesn’t have that sufficient importance in 
the trade. 

Senator Jackson. I understand that. But apparently the Tariff 
Act thought there was a difference to the extent of the difference in 
the duty. 

Mr. Fox. Because of the marking. The tariff provision was put in 
there to prevent you from marking it adjusted when it was not 
adjusted. 

Senator Jackson. But there is a difference in the price ? 

Mr. Fox. When it is truly adjusted, a jonthinrabie difference. 

Senator Ervin. I have two fairly satisfactory watches. One is a 
I[amilton and the other is an Ingersoll. I paid a dollar for the Inger- 
soll and it keeps better time than the Hamilton. I just found out it 
was not adjusted, though. 

The Cuarrman, All right, you may proceed. 

Mr. Fox. In referring to these watches, the movement simply 
marked “adjusted,” and that is the man’s watch is the least expensive 
of the three, and sells for about $40 less than the watch which has 
actually been subjected to post-manufacturing testing and manip- 
ulation. 

Incidentally, we feel that this loose usage of the word “adjusted” is 
improper since it seems clearly designed to convey to the public the 
misleading idea that the watch has in fact been subjected to skillful 
post-manufacturing adjustment techniques. 

As further evidence that the domestic producers clearly understand 
the technical use of the term “adjusted,” I would like to quote from a 
booklet published by Elgin around 1939. In discussing “adjustments,” 
the booklet states : 


For example, the completed Elgin railroad movement is tested in an oven 
heated to 90° F. and a refrigerator cooled to 40°. It is also tested in five different 
positions ; face up, face down, stem up, stem right, and stem left. 

If a timepiece shows the slightest irregularity during these tests, adjust- 
ments are made and the tests are repeaied until the watch acquires complete 
accuracy under all of the conditions mentioned. 


Mr. Kennepy. What if the timepiece does not show the slightest 
rr! That watch is unadjusted ¢ 
r. Fox. This watch, in this discussion, when they say if the watch 
shows the slightest irregularity, there is bound to be differences in the 
different positions, and wherever it shows an irregularity, they must 
take the necessary steps to correct it. 
Mr. Kennepy. It does not say a timepiece always shows an irregu- 
larity; it says if. Let’s assume that Mr. Hamilton and the rest of 
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them are correct when they say that some of these watches do not show 
irregularities. You say that all watches show irregularities? 

Mr. Fox. In position adjustment, definitely. 

Mr. Kennepy. What about temperature? 

Mr. Fox. In temperature, it would be my opinion that some per- 
centage when they were tested would test within the tolerances, but 
they would not test the same. I do not believe that any one watch 
movement would test the same as the next one. There would be a 
difference in what the tests would show. But it would be within the 
tolerance within which you had to be to mark it. 

Mr. Kennepy. Then what do you mark that watch ? 

Mr. Fox. If you are referring to temperature, after making the 
test and finding out you were within the tolerance, you would mark it 
adjusted to temperature. 

Mr. Kennepy. But under the interpretation of the Treasury De- 
partment, that would be incorrect, because there was no post manipula- 
tion. 

Mr. Fox. The testing is postmanipulation. 

Mr. Kennepy. How can a test be that ? 

Mr. Fox. Testing is a vital part of adjustment. You cannot truth- 
fully mark a watch adjusted to temperature unless you test. If you 
mark the watch “adjusted to temperature” and didn’t test it and to 
show and to prove that it was established within the tolerances that the 
temperature adjustment must meet, it would be a fraudulent marking. 

Mr. Kennepy. If you get the tolerances, and we all agree on what 
they should be, and you bring a watch in and it meets the tolerances, 
that watch is adjusted, is that right 

Mr. Fox. Not necessarily. It is not adjusted. It has only been 
manufactured and assembled so it will operate within that particular 
temperature tolerance. 

Mr. Kennepy. Let us say for position and temperature, the watch 
comes up and it goes through all these tests. 

Mr. Fox. I cannot_go along with you on the position part of it. 

Mr. Kennepy. Let us assume. 

Mr. Fox. I assume from what we know, from the millions of watches 
that have been made in Switzerland and tested for certificates, that 
our information is, and every factory you ever investigate will tell 
you, that they do not find watches which meet the requirements for 
position adjustment automatically. They just can’t do it. 

Mr. Kennepy. You cannot give me the definite tolerance over which 
one watch is adjusted and one watch is not adjusted. Let us say you 
have 15 seconds, or take any arbitrary amount. If the watch meets 
that test, after finishing going through the assembly, if it meets the 
test, according to your de nition, which is different from the Treasury 
Department, it is adjusted. 

Mr. Fox. No, I don’t think it is, Mr. Kennedy. I have a certificate 
before the committee. 

Mr. Kennepy. I understand the certificate. 

Mr. Fox. I have a whole sheet of calculations here, which will show 
you what is necessary to make the watch adjusted. 

Mr. Kennepy. I am sure you have all of that. But the point is 
that the watch comes through ard goes through all of these tests, 
and if it passes the tests, it is adjusted. 
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Mr. Fox. How would you know it would pass the test, assuming 
for a minute that you had one in a hundred million that came off the 
assembly line and you wanted to mark it adjusted to temperature and 
five positions ? 

Mr. Kennepy. You are not being fair with the percentages. In 
the first place, a good percentages of the watches for temperature and 
isochronism, three adjustments, come out all right. 

Mr. Fox. That is true. 

Mr. Kennepy. That is $1.50 that the Treasury should have collected 
already. And the position, we can go into that after that. 

Mr. Fox. What you are doing is throwing out an essential part of 
the adjusting, position. You are saying assume they test. Don’t you 
have to test them ? 

Mr. Kennepy. That is right. 

pe Fox. Now you are expending money. You don’t do the testin 

a normal unadjusted watch. You don’t know what it will do unti 
you test it. When you dispense with the testing, you would fraudu- 
lently mark it adjusted. 

Mr. Kennepy. Test every watch, then, and every watch that is 
tested is adjusted, is that right? 

Mr. Fox. No. Every w atch that i is tested might or might not con- 
form to the specification, and assuming for the minute that one did, 
after spending the money for testing it, for the number of days you 
would, and the tolerances and so on, you would then mark it adjusted, 
and all the rest that did not would require the actual work to get 
them within the tolerance. 

Mr. Kennepy. My only point is that that is different from the 
definition of the Treasury Department. That is all. 

Mr. Fox. I don’t know that it is so different. As they read it, it is 
perfectly clear. 

Mr. Kennepy. They say it is postassembly manipulation. There is 
no postassembly manipulation, at least on isochronism and tempera- 
ture, that is three. Getting rid of the position, on three, at least, there 
is no postassembly manipulation. 

Mr. Fox. There is on many of them. It is necessary to change the 
balance wheel or the main spring or the hairspring. 

Mr. Kennepy. Let us say 30 percent get through without it. For 
that 30 percent, at least, the Treasury Department definition makes 
absolutely no sense. 

Mr. Fox. If you throw the word test out of the term manipulation. 
Certainly when you are putting the watch in five ovens and iceboxes, 
and an expert is timing it, that is testing the watch. 

Mr. Kennepy. That has nothing to do with manipulation ? 

Mr. Fox. What are you connoting by the term manipulating. Are 
you using it in the limited sense that a watchmaker must use a tool 
on the watch? 

Mr, Kennepy. That is what I understood from you. 

Mr. Fox. The manipulation is the entire handling of the watch, 
from the start to the finish. 

, Mr. ees, Does your test last a certain number of days or 24 
10urs ¢ 

Mr. Fox. It must last 13 days, if you test to temperature and 5 posi- 
tions, 

Mr. Kennepy. How long for temperature? 
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Mr. Fox. Usually 2,2,and 1. Two days in the oven, 2 in the icebox, 
and 1 day intervening to let it regain normalcy. 

Mr. Kennepy. Did that all come out when Congress passed this 
law ? 

Mr. Fox. Yes. They had joint meetings between the importers and 
the domestic manufacturers, and everybody at the meeting knew what 
the true adjustments were, and knew what it required. Let me add 
this, when the Tariff Act of 1930 was passed, very few people cared 
too much about the adjustment, because pocket watches were largely 
the vogue. It was the larger type watches, over 15 jewels, that would 
be adjusted. 

Mr. Kennepy. Mr. Fox, what you are doing is saying that in Swit- 
zerland they have a certain amount of watches thy test for a long 
period of time, so that when they come into the United States only 
those will be marked “adjusted,” and every watch that you send into 
every other country in the world you mark “adjusted” automatically 
if they go through this little test. 

Mr. Fox. They don’t put those through. 

Mr. Kennepy. They go through some sort of a test. 

Mr. Fox. They don’t go through any more than assembly and 
timing. 

Mr Kennepy. But you mark those “adjusted” for every other 
country and for the United States, you take a special test and say 
only those watches are adjusted ¢ 

Mr. Fox. They have to be marked “unadjusted” because they have 
not been adjusted. 

Mr. Kennepy. Because you do not want to pay under the Tariff 
Act? 

Mr. Fox. Not at all. They have not been adjusted to temperature 
or position within the meaning of those terms in the law. 

Mr. Kennepy. You say that is all right for Canada, you say it is 
all right to send them to Australia, but when it comes to the United 
States you make up this test that lasts 15 or 30 days. 

Mr. Fox. Mr. Kennedy, what you are referring to is two different 
things. You are referring to the tests which I have referred to when 
a manufacturer marks a watch adjusted to position and temperature. 
They do not make those tests when they mark them unadjusted. It 
would add too much to the cost of the movements. 

Mr. Kennepy. What do they when they send it to Canada marked 
adjusted ? 

Mr. Fox. Nothing. They take it off the assembly line, time it and 
regulate it and send it to Canada, because there is no prohibition in 
Canada just for the main word “adjusted.” 

Mr. Kennepy. All right. Thank you. 

The Cuarrman. Let us proceed with your statement. 

Mr. Fox. Very well. I also wish to file with the committee ex- 
cerpts from the glossary of terms contained in the Jeweler’s Diction- 
ary, a standard reference work used throughout the industry. It will 
be noted that it specifies the precise classes of adjustments and makes 
a sharp differentiation between the adjustment process and normal 
timing and regulating. This sheet I would like to introduce for the 
record. 

The Cuarman. All right. That will be inserted into the record 
at this point. 
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(The sheet is as follows :) 


DEFINITIONS FROM THE JEWELERS’ DICTIONARY (SECOND EDITION) 1950, 
PUBLISHED BY JEWELERS’ CIRCULAR-KEYSTONE 


Adjustment: Result of work done on watches to improve accuracy of time- 
keeping, by altering the forms and relations of parts, differentiated from regu- 
lating. The usual adjustments are to temperature, positions and isochronism. 

Regulating: Making the mean or average timekeeping rate of a watch faster 
or slower, by moving the regulator or adding weight or subtracting it from the 
balance; differentiated from “adjusting” a watch, which comprises altering its 
rates while running in the different positions or temperatures, to make them 
uniform under varying conditions. 

Mr. Fox. Thus, it is clear that the technical meaning of the term 
“adjusted to position or temperature” is well understood within the 
domestie industry. 

It has also long been recognized by the United States Government. 
A booklet was prepared by the Bureau of Standards, Department of 
Commerce, in 1931, shortly after Congress passed the Tariff Act and 
established additional duties on adjustments in watch movements. In 
this booklet, the Bureau of Standards outlines testing criteria for ad- 
justed watches of various types. One is a business precision test for 
ordinary commercial pocket watches; another is a class A test for high 
grade pocket watches adjusted for five positions, three temperatures, 
and for isochronism. A minimum of 15 days is required for the com- 
mercial test and a minimum of 54 days for the grade A test. 

The standards for testing and the specifications established by our 
Government in 1931 for adjusted watches are generally similar to 
the standards established by the finer watch manufacturers and the 
testing bureaus in Switzerland. Last June, I referred to the certifi- 
cates issued by the Swiss bureaus as illustrative of the type of specifi- 
cations and testing involved in checking adjusted movements. 

I recently have introduced a photostatic copy of such a certificate 
for the committee records. While 1 emphasized that all manufac- 
turers of adjusted watches do not bother to obtain these certificates, 
I stated that the kinds of tests and the general degree of accuracy 
involved in obtaining a certificate would be required in all genuine 
adjustment processes. 

Of course, in countries where there is no statutory provision per- 
taining to adjustments, such as prevails in the United States, there is 
no legal reason why the term “adjusted” cannot be used in its broad, 
generic sense by the watch companies, along with anyone else. In the 
case of movements shipped to Canada and marked “adjusted” without 
having gone through the adjustment procedures, it is apparent that 
the word is being used merely in its generic sense. While these mark- 
ings may be legal in Canada, they would be clearly illegal in the case 
of imports to the United States. Our Tariff Act requires these same 
movements to be marked “unadjusted.” 

I am very pleased to report that since our last appearance before 
this committee an important wes has been taken by the Swiss watch 
industry to help clarify and resolve the adjustment issue. 


As their customers in this country, we know that the Swiss have 
traditionally and consistently made every effort to comply with the 
adjustment provision and all other features of our Tariff Act. It is 
only natural, therefore, that they were deeply distressed and disturbed 
by charges that their watches and movements entering the United 
States have not been properly marked. 
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Publicity given to these charges, including the news of your com- 
mittee’s interest, as well as the continuing Treasury investigation, 
apparently convinced the Swiss that, in order to stem all fears that 
their products might be mismarked regarding adjustments, more was 
required than their conscientious voluntary effort to comply with 
American law. To meet this situation, and to assure beyond any 
reasonable doubt that the practices of the Swiss watch industry re- 
garding adjustments are in complete accord with United States law, 
the Swiss have codified the actual meaning of the term “adjustment.” 

Thus, the Swiss have adopted a single definition of the term “ad- 
justment” which all segments of the Swiss industry have approved, 
from a technical standpoint, and which represents the actual working 
practices of their industry. By preparing and circulating this defi- 
nition, the Swiss industry has given complete assurance that there 
can be no misunderstanding on the part of any Swiss watch manu- 
facturer concerning the intent and meaning of the United States cus- 
toms statutes regarding adjusted and unadjusted movements. 

The Swiss have supplied copies of this definition to our Treasury 
Department, and a translation of the text is as follows: 

Do you want me to read this to you ? 

The Cuarman. We will have the definition inserted into the 
record. 
(The definition is as follows:) 


MARKINGS OF MOVEMENTS OR WATCHES RE ADJUSTMENTS 
DEFINITION, DECEMBER 1955 


1. Every movement or watch which, after the usual timing and any necessary 
touches (retouche de reglage), has undergone supplementary operations (as 
described in par. 3), is unadjusted and when exported to the United States, must 
be marked “unadjusted.” 

2. Every movement or watch which, after ordinary checking, timing and any 
necessary touches as described in paragraph 1, has been subjected to supplemen- 
tary operations of the kind below described in paragraph 3, and especially a move- 
ment or watch which has obtained a rating certificate from a bureau of control, 
is adjusted and, when exported to the United States, must be marked “adjusted” 
(or “adj.”’), with the number and kind of adjustments. 


3. The supplementary operations mentioned in paragraphs 1 and 2 consists of 
controls and tests comparing the variations in rate: 
(a) To temperatures (icebox and oven) ; 
(b) to different positions (for which the observations of daily mean rate 
variations and the rate resuming are made) ; 
or such as those described in the official timing bulletin. 
These controls and tests, which in all cases take many days or weeks, re- 
quire the manufacturer to make additional manipulations to the hairspring, the 
escapement, etc. They also require highly skilled watch experts. 


Mr. Fox. Mr. Chairman, in the opinion of the American Watch 
Association, this voluntary action by the Swiss watch industry rep- 
resents an outstanding effort on their part to cooperate with our 
Government in resolving this entire ean on a mutually helpful 
and amicable basis. It should lay to rest, finally and completely, any 
idea that further action must be taken by the Treasury Department 
or by the Congress in order to assure that imported watch movements 
are being properly marked regarding the adjustment provision of the 
1930 Tariff Act. 

When this preliminary investigations first got under way, we were 
disturbed by press reports alleging that watch importers were being 
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accused of defrauding the Government. I trust that by now the com- 
mittee is convinced that there is no question of fraud involved in this 
matter and that, in contrast, watch importers have been carefully 
following a decision by the Treasury Department which has been on 
the books for 15 years and has been examined time and again. 

At the time of the earlier executive sessions conducted by this com- 
mittee, other newspaper articles were published which implied that, 
although there may have been no violation of law, importers have 
avoided payment of hundreds of millions of dollars in duties and have 
nullified the intent of Congress through a loophole in the act. I would 
like to address myself to this question for the next few moments. 

First, it is clear that the intent of Congress in passing the adjust- 
ment provisions of the 1930 Tariff Act was to discourage importers 
from bring in unadjusted movements and marking them as “adjusted.” 
The law was immediately effective, and is still effective, in preventing 
mismarking of movements imported into the United States. 

Second, Congress did not expect the adjustment provision to bring 
in “hundreds of millions of dollars in duties.” It felt that the great 
bulk of imported movements were actually unadjusted and should be 
so marked. Congress intended for the adjustment duty to be paid on 
only a small percentage of imported movements; namely, those move- 
ments which were actually adjusted by means of postmanufacturing 
testing and manipulation. This is precisely what happened and what 
is happening today. 

Third, domestic manufacturers now find it convenient to disregard 
completely the time-honored concept of adjustment, as outlined in 
their own testimony before congressional committees and presented in 
technical publications. Instead, they are seeking a new definition 
which greatly enlarges the scope of the term. They base their argu- 
ments for this new concept on the development of improvements in 
manufacturing techniques and better materials. 

The fact is that there have always been improvements in watchmak- 
ing techniques and always will be. This was true in 1930 and it is true 
today. It is also true, however, that in order to have a watch which 
is adjusted to position or temperature today, it is still necessary to go 
through special postmanufacturing techniques. 

The domestic manufacturers, in effect, are claiming that virtually 
all imported movements are adjusted today simply because the average 
production-line movements runs better than was the case in 1930. 
It would follow that if this sort of criteria was used, Congress would 
have wanted to consider virtually all watches produced in 1930 as 
“adjusted” because they obviously kept better time than the average 
watches produced at the turn of the century. 

Congress obviously had quite the opposite intention in 1930. Its 
primary concern in approving the adjustment provision was to differ- 
entiate between unadjusted movements and movements which were 
actually tested and corrected for position or temperature after the 
normal production processes had been completed. 

This differentiation is as valid today as it was in 1930. The law is 
not obsolete, nor is the intent of Congress being perverted. 

And, now, Mr. Chairman, before we continue with the question 
period, I would appreciate your hearing briefly from Mr. Samuel W. 
Anderson, who has resualy assumed the post of president of the 
American Watch Association. As many of you aellanen know, Mr. 





150 SWISS WATCHES—ADJUSTMENTS 


Anderson has served the Government in several important positions 
in connection with the materials allocation program during World 
War II and the Korean War. An investment banker by profession, 
Mr. Anderson served for more than 2 years as Assistant Secretary of 
Commerce for International Affairs, a post he resigned on June 30 of 
last year. The members of the American Watch Association are 
indeed honored that Mr. Anderson has consented to head our group. 

Senator Jackson. Mr. Fox, in view of the fact that there appears 
to be a substantial and, I take it, an honest difference of opinion as 
to the interpretation, meaning, of the provisions in the Tariff Act of 
1930 on this subject, would not the fair thing be to get this entire 
matter into court, so that we could have a judicial interpretation rather 
than a unilateral interpretation by the Treasury Department or by 
this committee or by some other committee ? 

Mr. Fox. Well, of course, that is the place where the question would 
be definitely resolved, if the Government assessed any of the particular 
movements which were not adjusted as being adjusted. We couldn’t 
take the question 

Senator Jackson. Wait a minute. Just let me clarify something. 
Let us assume either way you want to assume it, either that there is 
ample statutory authority to get into court now under existing law 
or if there is not Congress passes such authority to make it possible 
to get this matter before the appropriate Federal court. What would 
your position be? 

Mr. Fox. This question would come before the United States Cus- 
toms Court for adjudication. 

Senator Jackson. Well, it could. That would probably be the 


appropriate we 


Mr. Fox. There is complete and appropriate provision in the law 
now for it, in the protest section of the Tariff Act. 

Senator Jackson. Well, someone else will argue there is not. 

Mr. Fox. There is. They couldn’t argue there isn’t. Permit me 
to say this. The only way it could come up would be if the Govern- 
ment assessed a watch movement which was marked “unadjusted” 
with adjustment duties and made the importer mark it as being 
adjusted. 

Senator Jackson. Let us just assume we could get an appropriate 
test case. That is what I am getting at. Let us not get into whether 
there is or is not authority. I do not care. 

Mr. Fox. That would be the appropriate place to resolve the ques- 
tion. 

Senator Jackson. And you feel it would be? 

Mr. Fox. Of course. 

Senator Jackson. That is all I wanted. 

The Cratrman. Are there any other questions? 

Mr. Kennepy. Are you familiar with the case of Schussler versus 
the United States, June 10, 1929? 

Mr. Fox. Not by title, Mr. Kennedy, but I might be by subject. 
If you could indicate the substance of the case I could tell you. 

Mr. Kennepy. That was on the question of clerks of customs 
duties on watches and on the question of whether a watch that had 
this bimetallic balance wheel, whether the presence in the watch of 
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that bimetallic balance wheel, constituted an adjustment and the court 
held that— 

The articles involved herein show that the balance wheel consisted of two 
metals fused together, which is the determining factor that the movements have 
heen adjusted to temperature. 

That decision says nothing about having to test afterward. It is 
just the fact that this has been done, and that constitutes an adjust- 
ment. 

The CuHatrman. That will be made an exhibit. 

(The above referred to document was marked “Exhibit 20” and 
will be found in the appendix on p. 198.) 

Mr. Fox. Yes, I am familiar with that decision. I believe he was 
a retail jeweler and probably his knowledge of adjustment was nil. 
I think you will find that probably the greatest adjusters in the world 
are in the Patek Phillippe factory in Switzerland and he today uses 
a bimetallic balance wheel in his movements, and yet they go through 
the full operations. He never takes a watch and marks it adjusted 
merely because it has a bimetallic balance wheel. 

Mr. Kennepy. It is the fact now that it is understood by everybody 
in the world that that is what constituted an adjustment, so far as 
this is concerned. 

Mr. Fox. Let me say this testimony was just one witness and there 
was no real expert testimony in the case. I am quite certain that if 
watch engineers took the stand and testified on that subject they 
would testify quite differently than the gentleman testified. That is 
an abstract decision and was never appealed to the Court of Customs 
and Patent Appeals. As a matter of fact, as happens in custom 
cases, I think it was a Los Angeles case, an outport at which many 
times these little questions come up they are not properly handled, 
and we get a decision on the books which is completely contrary to 
correct concepts. 

The Cratmrman. Are there any other questions? 

If not, thank you very much, Mr. Fox. 

Mr. Anderson, would you come forward, please? I do not believe 
you have appeared before nor have you been sworn, have you? 

Mr. Annerson. I have not. 

The Cxarmman. You do solemnly swear that the evidence you shall 
give before this Senate Investigating Subcommittee shall be the truth, 
the whole truth, and nothing but the truth, so help you God ? 

Mr. Anpverson. I do. 

The Cratrman. All right, Mr. Anderson, you may proceed. 


TESTIMONY OF SAMUEL W. ANDERSON, PRESIDENT, AMERICAN 
WATCH ASSOCIATION, INC., WASHINGTON, D. C. 


Mr. Anperson. Mr. Chairman, and gentlemen of the committee, 
my name is Samuel W. Anderson. I am president of the American 
Watch Association, an organization consisting of more than 50 lead- 
ing American companies which import and assemble Swiss watch 
movements or watches and merchandise them throughout the United 
States. 

Since T have headed this association only since September 1, 1955, 
it is obvious that I am not here today to testify as an authority on the 
technical aspects of the adjustment problem. On the other hand, I 
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have been deeply interested, both as a former Assistant Secretary of 

Commerce and now in private life, in the broader aspects of interna- 
tional trade problems; and I would now like to make a few brief 
comments concerning the adjustment problem as it relates to some of 
these issues. 

Mr. Fox has explained to you why we are convinced that the Treas- 
ury Department, in its 1940 regulation which has remained in effect 
since that date, has properly interpreted the will of Congress ex- 
pressed in the 1930 Tariff Act. It must therefore be recognized that 
those who talk about changing the time-honored concept of an “ad- 
justed” watch—those who talk about persuading Treasury to change 
its 1940 regulation and those who talk about closing a loophole in the 
law—are actually attempting to do nothing more nor less than to raise 
the duties on imported watches and watch movements. 

Congress never intended that adjustment duties would be applied 
to more than a small proportion of imported movements. If a change 
in the law or the regulation is made now, so that virtually all imported 
movements would pay these duties, this would be a change in the 
original concept and would impose a higher duty structure than was 
originally contemplated. 

Now, Mr. Chairman, I believe it is obvious that if the executive 
branch or if the Congress, in their wisdom, decides that watch duty 
rates are too low and should be raised, the proper method for achiev- 
ing this is to increase the basic tariff. Surely, the United States Gov- 
ernment should not attempt to achieve an increase in duty rates 
through the subterfuge of perverting the adjustment provisions to fit 
this purpose. 

Of course, we in the American Watch Association believe that 
higher duties would be completely unjustified, and that, with last 
year’s 50 percent increase in tariff rates, the duty level is already too 
high on imported watches and movements. 

I might digress there to tell you that the decline in Swiss imports 
since the tariff increase was put into effect in August of 1954 has been 
an overall decline of about 20 percent, of which about 27 percent of 
the decline has been in the 17-jewel movements which are the principal 
quality imported watches. 

Senator Jackson. How much have we lost in Swiss trade? 

Mr. Anverson. The total? 

Senator Jackson. I am looking at the other side of the coin. 

Mr. Anperson. Exports to Switzerland? I can give you one or 
two examples. The exports of Maryland tobacco are off about 20 
percent. 

Senator Jackson. Dollar-wise, do you have any rough figures? 
Mr. Anverson. Exports from the United States to Switzerland ? 
Senator Jackson. Yes. 


Mr. Anperson. Exports from the United States to Switzerland? 

Senator Jackson. Yes. 

Mr. Anperson. I don’t think I have those, Senator, but I can fur- 
nish them for the record at this point. They are obtainable from the 
Department of Commerce. 

Senator Jackson. Has it been appreciable? 


Mr. Anverson. They have been down, our exports. Whether they 
balance, I don’t know. 
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Senator Jackson. Dollar-wise, are they shipping in less? You say 
20 percent in the way of Swiss movements. What are we losing in 
the way of Swiss trade? 

Mr. Anperson. I will insert in the record at this point, if I may, a 
calculation which the Department of Commerce will be very glad 
to make up for me, I am sure, which will show the latest figures. 
[ suspect they will be the 9-month figures for trade for this year as 
against last year. 

Senator Jackson. You do not know what the figures are of Mary- 
land tobacco ? 

Mr. Anperson. They are about 21 percent less for the 9 months 
of 1955 as compared to the same period of 1954. 

Senator Jackson. You do not know what the dollar figure is? 

Mr. Anpverson. It is several millions. 

Senator Jackson. Well, it is a collateral issue. 

The CuarrMan. You may procure that from the Department of 
Commerce. 

Senator Jackson. It is somewhat collateral, but I was just inter- 
ested, Mr. Chairman. 

The CuatrMan. It may be placed in the subcommittee files. 

Mr. Anperson. Whether or not we are correct in this opinion, 
there can surely be no doubt of the propriety of our position that the 
adjustment provisions should not be stretched to achieve a purpose 
for which they were never intended—namely, driving Swiss competi- 
tion out of the American marketplace. 

Yet, that is precisely what the domestic watch manufacturers are 
asking the Government to do at the present time. There is abso- 
lutely no other reason for the domestic manufacturers to come before 
this committee with a plea for the collection of adjustment duties 
except to further their broad objective of curtailing Swiss watch 
imports. 

One further point. We assume that since the domestic manu- 
facturers are attempting to persuade this committee to join their 
efforts to curtail Swiss imports, they may have injected such matters 
as the level of domestic watch production, their alleged essentiality 
for national defense, their need for added protection, and other 
broad arguments that bear on the basic tariff issue. 

Obviously, we too could address ourselves to these matters. 

In fact, Mr. Chairman, I would like to leave with the committee 
and its staff, copies of a paper which we presented last Friday to the 
Advisory Committee on Watch Imports of ODM. This is a com- 
prehensive statement of our position with respect to all matters affect- 
ing the watch industry. We felt that this committee might be iner- 
ested in reviewing it, although it is rather long. I will make these 
available. 

The Cuarrman. That may be filed for reference only and not as an 
exhibit. 

Mr. Anperson. We could talk about the extent to which importers 
have already been injured by governmental intervention, the very 
sharp drop in watch imports over the past 2 years, the record profits 
currently Sale earned by the domestic producers who are seeking 
additional help, the fact that many importers have records of defense 
production which compare favorably with the domestic manufac- 
turers, and so forth. 





154 SWISS WATCHES—A4DJUSTMENTS 


However, our basic position is that these matters are quite irrelevant 
to any consideration of whether the watch provisions are being prop- 
erly enforced. The customs courts have consistently held that in the 
construction of tariff provisions, the basic considerations are: The 
language of the statute, the intention of Congress in enacting the pro- 
visions, and the facts in the case. Certainly, other and irrelevant 
considerations should not influence the construction of the Tariff Act. 
The adjustment provision should not be twisted and perverted to suit 
the protectionist interests of the domestic manufactuers. 

We recognize of course that the committee has extremely broad in- 
vestigative powers and has every right to look into this or any other 
question of proper activity by the executive branch. We submit, 
however, that the Treasury Department has been handling this prob- 
lem conscientiously and diligently since the passage of the Tariff Act 
in 1930. 

We feel this is a typical dispute between interested parties concern. 
ing the proper interpretation of a statute. We want to emphasize, as 
forcefully as possible, that this is not an argument between Switzer- 
land and the United States. Rather, it is a reflection of a commercial 
trade battle between two segments of the American watch industry. 
You may be interested to know that out of each dollar spent at retail 
for a so-called Swiss watch, only 15 cents actually goes to Switzerland. 
85 cents remains in this country to cover the cost of the cases, dials, 
bracelets, packaging, advertising, wholesaling and retailing, taxes and 
duties, and so forth. 

I might add that 18 cents as contrasted with the 15 cents goes into 
the United States Treasury. 

The CuHarrmaNn, 18 cents out of each dollar? 

Mr. Awnperson. Yes; as contrasted with 15 cents returned to 
Switzerland, which in turn is immediately spent for tobacco, machin- 
ery, and other things. The fine, reputable American companies 
which import watch movements employ thousands of United States 
citizens from coast to coast. They deserve the same type of con- 
sideration from their Government as the four domestic manufacturers. 

We feel that disputes of this type, concerning the interpretation of 
a statute, should be resolved in the established fashion: by the execu- 
tive branch and, on appeal, by the courts, Senator Jackson, as you said. 

This is precisely the procedure which has been followed in the ad- 
justment matter through the years. 

In our opinion, the law has been accomplishing its intended pur- 
pose, and there is no need or justification for changing either the 
statute or the administrative procedures under which it has been 
interpreted. 

The Crarrman. Are there any questions? 

Senator Ervin. I would suggest, as a possible alternative for the 
suggestion of Senator Jackson, that those who feel one way about the 
interpretation put on the Tariff Act of 1930 in respect to this matter 
would also have the privilege of seeking an amendment before the 
House Ways and Means Committee. In other words, if they felt that 
the intent of Congress was not being observed by the Treasury De- 
partment, they could ask for an amendment to the tariff law to larity 
the situation according to their notion. 

Mr. Anperson. This is exactly the position I am taking, Senator, 
that if there is to be an increase for one reason or another in the 
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duties on watches, which we naturally oppose, that the way to effect 
that increase is to do so through the normal legislative procedures. 

Senator Ervin. And as Senator Jackson pointed out, we are es- 
sentially here considering what is a legal controversy as to the mean- 
ing of the phase in the Tariff Act of 1930. 

Mr. Anperson. That is correct. 

Senator BenpvEr. Mr. Chairman, I do not believe there has been 
any suggestion of any fraud or any misrepresentation here, has there, 
in connection with this? It has simply been in connection with the 
interpretation of the Treasury Department as to this particular. 

The CHatrMaAn. The only reason that really has concerned this 
committee is whether the statute has been correctly interpreted and 
enforced, so as to protect the interest of this country and to carry out 
the will of Congress. That has given us concern on the basis of com- 
plaints that have been made from those involved in the trade that the 
statute is not being correctly interpreted and that the Government is 
losing revenue which, under the statute, if correctly interpreted and 
enforeed, it would be entitled to receive. 

If the interpretation now being used of the statute is correct on the 
basis of its language, and the language finally enacted did not ac- 
complish what the intent of Congress was at the time of enacting the 
provision, then it needs legislative strengthening. 

Senator Jackson. Which would have to originate in the other 
House. 

The Cuatrman. That could be true, but it does not detract from 
the jurisdiction of this committee to see if government is being effi- 
ciently administered. 

Senator Jackson. I agree with that. 

The CuarrMan. It is not, from my viewpoint, and I do not suppose 
from any, a case, so far as the committee is concerned, of alleging 
fraud, but in the operation of the law, in its interpretation and en- 
forcement as presently being done, is there resulting a failure to do 
what Congress originally intended be done. 

We could also take into account—this committee would have no 
jurisdiction over that, I should say—but we can take into account, cer- 
tainly as Members of Congress, and, as a consequence of the duties im- 
posed on this committee, to weigh and determine whether this law is 
fair to protect the interests of our people, our own people, and whether 
changes should be made in it. 

We could recommend the jurisdiction to initiate the legislation 
would rest in another body. 

Senator Ervin. I might state, Mr. Chairman, I think it was very 
proper for us to conduct the investigation, because the allegation was 
made that watches were being imported into this country and that the 
were failing to pay the proper tariff duties on those watches. I thi 
we have jurisdiction, but I have the feeling that a better remedy lies 
somewhere else. 

The Cuarrman. Well, on the matters over which we have jurisdic- 
tion, we have jurisdiction to investigate, report and recommend, but 
we have no actual jurisdiction to remedy. 

Mr. Anperson. Mr. Chairman, we have endeavored in our testi- 
mony, of course, to establish the fact that the present interpretation 
and present enforcement procedures of the act under the present 
Treasury regulations which have been in force for 15 years are gen- 
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uinely reflecting the will of Congress, and are being enforced in such 
a manner that no fraud or misrepresentation or “failure to collect 
duties is, in effect, taking place. 

The Cuamman. I think it has been a very fair presentation of al] 
witnesses, so far as I have observed, who have appeared here. There 
have been honest differences of opinion, but the committee is not Op- 
erating or proceeding in any willful spirit against anyone. This is 
purely for the purpose of ascertaining what the facts are, so that if the 
Government is losing revenues it should receive that situation can be 
remedied. 

Mr. Anperson. Referring to Senator Jackson’s suggestion, it has, 
of course, at all times been open to any of the domestic manufactures to 
challenge i in the courts the action of the Treasury, and they have not 
elected to do so. 

Senator Jackson. Mr. Anderson, there is a question in my mind. 
[ have not thought about this problem for some time, but I did have 
the recollection that there was a possible roadblock in the way to get- 
ting into court. That was merely a recollection I had. It did oc- 
cur to me that this thing was gradually getting into a basic legal 
problem involving the interpretation of the statute which, of course, 
is first for the Tre: asury and then you exhaust your administrative 
rights into the courts. 

However, I had understood that there was some problem of getting 
into court. It was a question of who could raise the issue. It is the 
old, old problem all lawyers have. You can tell your client, “You are 
abiolnans right, and you are on the right track, but we regret to tell 


you that there is no way that you can get into court to prove you are 


right.” 

"That has been an historic problem for lawyers representing clients 
that are involved with Uncle Sam. It was on that point that I had 
some doubts. I gather that there seems to be, according to Mr. Fox’s 
testimony, very little difficulty getting into court. 

Mr. Anpverson. I was not aware of anything. 

Senator Jackson. I would be pleased if you would submit a. state- 
ment on that point from your counsel. I would like to have that for 
the record. That would be as to the various courses which can be 
pursued by which this question can be properly praised for judicial 
decision. 

Senator Ervin. I was under the impression, along that line, that 
in one of the first reciprocal trade agreements acts there was a pro- 
vision there divesting the court of jurisdiction of items which were 
involved in negotiations under that act. 

Senator Benper. As I understand, the action of the Treasury De- 
partment, that is, what their interpretation has been, has been in 
effect ever since 1930. 

The Cuarrman. It has been in effect since 1930, though it was 
challenged in 1939, and it has been subsequently challenged. Asa 
result of that challenge, the Treasury Department has reviewed its 
decision, or they are reviewing it. 

I may say this, if Mr. Anderson is through—and I wish to also thank 
him for his appearance and his testimony—that we have in mind to 
try to close these hearings today. Mr. Bulova wishes to come before 
the committee briefly this afternoon. Then we had in mind, after 
the testimony and after the work of this committee, to hear Mr. Rose 
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of the Treasury Department, and to conclude the hearings this after- 
noon with his testimony. Let us get his statement now. You are fa- 
miliar with the issues and the points which have been made in the 
renewal of this difference of opinion and controversy. We would like 
to hear him before we close the hearings, to get the Treasury Depart- 
ment’s point of view. 

Senator Benprer. What time will we meet? 

The Cuarrman. I was just going to ask about the convenience of 
the committee. Mr. Rose wishes to appear at 3:30. It would be an 

_ accommodation to him and would also give us some time to work in 
our office. I do not believe he will be very long. 

Senator Jackson. What time will Mr. Bulova be here ? 

The CuarrmMan. I would suggest we hear him at 3 o’clock. 

Senator Jackson. I have a committee meeting at 2 o’clock. 

The Cuatrman. I do, too. 

All right, the committee will stand in recess unit] 3 o’clock. 

(At the taking of the recess, the following members of the subeom- 
mittee at present : The chairman, and Senators Jackson, Ervin, and 
Bender. 

(Thereupon, at 12: 04 o’clock p. m., the committee recessed, to recon- 
vene at 3 o’clock p. m., the same day.) 


AFTERNOON SESSION 


The subcommittee reconvened at 3 o’clock p. m., upon the expiration 
of the recess. ' 
(Present: Senator McClellan (chairman) and Senator Ervin). 


The Cuarmman. The committee will come to order. 

Were you sworn before when you testified ? 

Mr. Butova. Yes, sir. 

Mr. Srwon. So was I. 

Mr. Leva. Will you swear me? 

The Cuatrman. Do you intend to testify ? 

Mr. Leva. Yes, sir; if necessary, all three will answer questions. 

The Crarrman. All right, sir, put up your right hand. 

Do you solemnly swear that the evidence you shall give before this 
Senate investigating subcommittee will be the truth, the whole truth, 
and nothing but the truth, so help you God ? 

Mr. Leva. I do. 

The Cuatrman. Identify yourself for the record. 


TESTIMONY OF ARDE BULOVA, STANLEY SIMON, ACCOMPANIED BY 
MARX LEVA, AND LLOYD SYMINGTON, COUNSEL 


Mr. Leva. Marx Leva, counsel for the Bulova Watch Co. 

The Cuatrman. Mr, Bulova, you and the other gentleman, Mr. 
Simon, testified previously before the committee on this inquiry. You 
remain under the same oath and you may proceed. 

Mr. Leva. If I may, just for about 2 minutes, open briefly, Mr. 
Chairman, we would like to file with the committee officially 2 copy 
of the legal memorandum which our firm filed with the Treasury De- 
partment on the adjustment issue. 

(At this point Senator Symington entered the hearing room.) 

74602—56 11 
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Mr. Leva. And we have already transmitted this by letter to the 
chairman and to the committee counsel, but we would like to ask that 
it be made a part of the record of these hearings. 

The Cuatrman. What length is it? 

Mr. Leva, In double-spaced typing it is 17 pages. It is a legal mem- 
orandum going into the background, and knowing that this is in some 
of its aspects a technical issue—— 

The Cuamman. What is the history of it? 

Mr. Leva, It is a legal brief which our firm submitted on behalf of 
the Bulova Watch Co. to the Treasury Department. 

The CuHarrman. When? 

Mr. Leva. In October of this year, concerning the adjustments issue 
and concerning specifically the three types of adjustment, the position 
adjustments, the isochronism adjustments, and the temperature ad- 
justments. 

In a nutshell, it was our position based on the legislative history 
and all of the facets of this matter that however complicated the ques- 
tion of position adjustments might be, there was no complication and 
no confusion whatsoever on the question of temperature adjustments 
or isochronism adjustments, so as a minimum, even if the Treasury 
Department should continue to feel that in this complex field they 
could not reverse their 1940 ruling, we urge them to immediately begin 
collecting the adjustment duty on temperature adjustments which the 
Congress in the 1930 act defined as two adjustments, heat and cold, 
and on isochronism, in other words, immediately to begin collecting 
on the three adjustments which we feel are very clear, leaving to one 
side, though we do not concede the accuracy of their position, the 
question of position adjustments. 

It is for that reason we would like it to be incorporated in the record, 
if that is possible. 

The Cuarrman. It may be filed for reference and I will let the staff 
examine it. They may already have. I am not denying it for the rec- 
ord at the moment. I am just trying to unnecessarily not encumber 
the record. 

The Chair will get some information about it and then determine 
whether it should be made part of the record. 

Mr. Leva. Thank you, Mr. Chairman. 

The Cuarmrman. Mr. Kennedy. 

Mr. Kennepy. We have read that memorandum which we feel is 
very pertinent to this question of the isochronism and hte temperature 
adjustment. 

The Cuatrman. All right, if the staff has examined it already and 
is convinced it is that important, it may be made an exhibit and appro- 
priately numbered. ant : 

(The document referred to was marked as “Exhibit No. 21” and will 
be found in the appendix on page 199.) 

Mr. Leva. The second matter which we would like to bring up this 
afternoon, Mr. Chairman, is the matter of production figures by the 
Bulova Watch Co., both in this country and in Switzerland. 

On that, quite frankly, we understand that the veracity of Mr. 
Bulova and the production statistics which he has given the committee 
heretofore, has been challenged before this committee and Mr. Bulova 
would like to speak to that point and give you the specific production 
statistics on that. 
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The CuarrMaAn. Mr. Bulova being present, let him speak for him- 
self. 

Proceed, Mr. Bulova. 

(At this point Senator Symington withdrew from the hearing 
room. ) 

Mr. Butova. The question of these figures that we have presented 
here,’ I don’t know whether the others are confused in regard to the 
figures, but they can be easily substantiated by Customs records of im- 
yorts as well as manufacturing records here in this country, the Cham- 
- of Commerce who have our production record figures for each year, 
year after year, which are supported ny our own production records, 
plus our imports which are supported by Customs records, 

I don’t see how anyone could question and say I perjured myself in 
making statements of incorrect ion. I can only feel that whoever 
made that statement was confused himself, because our production 
figures are a matter of record. 

The CuarrMan. Let us see if we can help you clear it up. I do not 
know who is correct or whether there is any confusion. 

Your testimony before, I believe, was to the effect, if this is correct, 
you have testified before this committee that out of 2 million watches 
you were selling annually, only 400,000 of them were manufactured in 
the United States. Is that correct ? 

Mr. Butova. This was 1953. 

The Cuarrman. For 1953. 

Mr. Buxova. That is correct. 

The Cuarrman. That figure is correct ? 

Mr. Butova. That is correct; 446,989, to be exact, in the United 
States. 

The Cuairman. Then it has been testified that you told the Tariff 
Commission in May 1951, and I quote: 

Thus from a modest beginning in 1930 the company’s present capacity at Wood- 
side for the production of domestic movements is about 1,300,000 per year, which 
also, if necessary, can be increased. In the year 1948 this plant actually pro- 
duced over 1 million movements. This compares favorably with the production 
of the other three domestic manufacturers. 

Now, may I ask: How do you reconcile your testimony before this 
committee of some 400-odd thousand production in 1953 with this 
testimony that was given by you on May 24, 1951? That is the point 
that has been raised. 

Mr. Butova. That is the very point we made. 1948 was the peak of 
our production, Since that time we have decreased our production 
in this country and increased our production in Switzerland. 

The Cuarrman. All right, let me ask you another question. 

Have you increased the capacity of your production here in this 
country since 1948 ? 

Mr. Burova. No. 

The Cuamman. I understood some testimony was given this morn- 
ing that you had increased your capacity. 

Mr. Butova. Capacity? Have we increased our capacity ? 

The CHarrMAN. Tn this country, since 1948, the capacity for manu- 
facturing. 

Mr. Butova. For new plant, yes, we have. 


®* See supplemental data No. 3, appendix, p. 206. 
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The Cuarrman. You have built a new plant? 

Mr. Butova. That is right. 

The Cuamrman. You were producing a million watches in 1948 in 
this country, or a million movements. 

Mr. Butova. That is right. 

The Cuarrman. Now, after building a new plant and increasing 
your capacity you are stating you are only producing some 440-odd 
thousand ? 

Mr. Butova. Correct. The new plant is a defense plant, sir. 

The Cuamman. I beg your pardon. 

Mr. Burova. The new plant is a defense plant. We are making 
time elements for guided missiles. We are making time fuses. 

The Cuarrman. That is not for the production of watch movements 
for watches ¢ 

Mr. Butova. The same machinery, the same machinery and equip- 
ment we had in 1948. 

The Cuarmman. I understand, but it has been converted to the pro- 
duction, or procnctins has been converted into another field and not 
for watches ! 

Mr. Bunova. Correct; it represents capacity. We talk about ca- 
pacity, but it has been converted into producing time fuses and timing 
elements for the armed services. 

We produced, for example, to give it to you briefly, we produced 
$27 million worth of timing elements for the Government last year. 

The Cuarrman. I am just trying to clear it up. 

Mr. Buxova. That is capacity we didn’t have in 1948. We weren’t 
making munitions in 1948. 


The Cuarrman. I am not inclined at least hastily, to assume or be- 
lieve that anyone is coming here and eee falsely. And where 


sometimes discrepancies appear it can be well explained. 

What was pointed out to the committee this morning in testimony 
was that you had testified before this committee that in 1948 you pro- 
duced 1,300,000 movements in this aes 

Mr. Buxova. Capacity of 1,300,000. We produced 1,100,000, 

The Cuamman. You produced 1,100,000 with a capacity of one 
million three ¢ 

Mr. Bunova. That is correct. 

The Cuatrman. I believe the word “capacity” is used here. Then 
in 1953, you were down to only 440-some-odd thousand ? 

Mr. Buxoya. Correct. 

The Crairman. And you attribute that loss of production here, 
or reduction in preN: 

Mr, Buxova. Reduction in production. 

The Cuairman. You are attributing that in part, at least, to this 
tariff situation ; is that correct? 

Mr. Burova. Correct. 

Senator, if you took from 1950 on, the years, you would find that 
the domestic production put with our European production runs about 
2 million a year except last year when it wascut off. __ 

For example, in 1950 we roduced 720,000 in the United States, and 
about one million three in Switzerland, in our plant there, 

The CHarrman. That is in 1950. 

Mr. Butova. 1950. In 1951 we produced 961,000 pieces here and 
1,368,000 in Switzerland. 





SWISS WATCHES—ADJUSTMENTS 161 


In 1952 we produced 562,000, so you see, we keep on dropping our 
domestic production. 

In 1952 we produced 562,000 and in 1953 we produced 446,000 here 
in the United States. 

In 1954 we still further reduced to 423,000, increasing our produc- 
tion in Switzerland. 

And in 1955 we increased our production here. With the increase 
in the tariff we increased our production here by 250,000 pieces. So 
it is only a question. These here are figures which are filed with the 
Bureau of C ommerce, that have been filed, and even the 1948 figures 
nobody questions, they are absolutely correct. 

Our imports, of course, we can substantiate through the Customs 
which are on record. But it shows the trend, we continue to produce 
less here and more in Switzerland. 

The Cuarrman. Until the tariff was raised ? 

Mr. Buvova. Until the tariff was raised. 

I want to say, frankly, again, as far as the watch industry is con- 
cerned, I have only one objective in being here. I know that there is 
not going to be a watch industry in the United States unless you do 
something about it because economically at our high cost of wages, it 
does not pay us to continue our production here when we can produce 
for less the same product in Switzerland. That is the only point 
I brought in here. 

As a matter of fact, I had no basic interest except that interest of our 
stockholders in our business prior to 1950. I only know that we were 
converted 100 percent into war production in 1941, we continued and 
we weren’t permitted to produce civilian watches here until after the 
war. 

All domestic production was used by the armed services which, in 
addition to that, entailed again the manufacturing of timing elements. 

In 1945 at the end of the war we were producing 2 25,000 tine fuses a 
day. ‘That is what our plant was doing and we were only doing 30,000 
watch movements that went into the armed services a month, or a 
thousand movements a day, or maybe 1,200 a day. 

But whatever we produced went into the armed services and didn’t 
go into civilian seuladicn. 

After 1945, when the war was over, I hadn’t the least idea that we 
would be called upon to be back into production of war materiel. In 
fact, I was very glad it was over and I begged off, that our organiza- 
tion, we didn’t want to remain in military work. 

In 1946, 1947, 1948, my sole interest was to produce as economically 
as possible and we could produce more economically in our European 
plant where our wages remained steady and are controlled by the Swiss 
cartel of which we are a part. 

Don’t forget, I don’t come here as an American manufacturer. We 
are prince ipally Swiss manufacturers. And producing and cutting 
down our production here was to enable us to compete. We cannot 
compete in this country with Swiss imports unless we give up manu- 
facturing in this country and do all our manufacturing in Switzerland. 

The cartel requires it and that is the arrangement that we had. 

As far as the Swiss are concerned, I know I have incurred their 
enmity. I don’t care about that. But I only know this: That 
in regard to certain elements in the production of watches, as long as 
this is a confused issue in regard to position timing, because I have 
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been abroad when the investigating team from the Treasury Depart- 
ment was over there, and I met them, and in regard to the confused 
issue of timing and positions, there may be a confusion in that, or even 
a question raised in regard to the temperature manufacturing in a 
watch. 

Up to 1930 or after 1930 you built in the temperature control in a 
watch by building a bimetallic cut balance which was for compensation 
of temperature. 

That subsequently was replaced by a hairspring that we make in 
Switzerland. I mean that we buy in Switzerland from the trust, that 
we make in this country, that eliminated the bimetallic balance to a 
nonmetallic balance because the alloy itself has a low coefficiency and is 
not subject to temperature change. 

There is no occasion to change it. So it is replaced by bimetallic 
balance. 

But a temperature regulation or temperature adjustment in a watch 
is built in. You could not put it afterward. It always was built in. 
There is no such thing as putting a temperature into a movement. It 
was one of the basic requirements for regulation of positions because 
there was no sense in trying to regulate a watch into 5 or 6 positions 
if it had not been built for temperature because the position regula- 
tions would not do it any good. 

With the change of temperature it would not regulate. So the 
basic principle of a built-in temperature regulation is built right into 
the watch. It was built in before 1930 and it was built in after 1930. 

The Cuatmrman. Do you call that an adjustment? 

Mr. Buvova. Certainly it is. 

The Cuarrman. When you build in, it is an adjustment? 

Mr. Butova. That is right. Congress called it an adjustment. 
They called it two adjustments, heat and cold. 

The CuHatrman. Then it is your contention that any watch with 
that built into it is an adjustment watch ? 

Mr. Butova. That is correct. 

The CHatrman’ Now, what watches do not have that built into 
them ? 

Mr. Buuova. There are any number of cheap watches. The pin- 
lever watches and all these watches that don’t have one jewel, no-jewel 
watch. They don’t use the alloy hairspring. 

First of all, it is more costly, but it is built into the watch. 

(At this point Senator Bender entered the hearing room.) 

Mr. Bunova. You could not put it in afterward. 

The CHarrmMan. It seems to me this question resolves down to 
whether what they do with the watch, the material and so forth they 
now put into watches, that controls the temperature and so forth, is an 
adjustment, according to your contention that the Congress had in 
mind when they passed the law. 

Mr. Butova. It is not according to my contention. I did not invent 
the watch business. 

The Cuammay, I get pretty well convinced and then I get con- 
fused again, io tell you the truth. But here is a watch that just comes 
off the assembly line and it is put together, it is assembled and it is a 
watch, ready for the market. 

Mr. Butova. Right. 
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The CuatrmMan. Now, there is no adjustment, no test made, or 
changes made in it to make certain that it runs all right and so forth. 
That is an unadjusted watch. 

Mr. Buvova. It is not ready for the market. 

The CuHarrman. What do you do to it then, after it is assembled 
that makes it a watch ready for the market that is not an adjustment ? 

Mr. Buvova. First of all, let us start with the basic adjustment, 
which is temperature. If you don’t build it in you don’t have an 
adjustment watch. You can’t even adjust them. That is basic. 
That is the basic adjustment in a watch. 

I don’t care how many adjustments you give it for various posi- 
tions, if you haven’t temperature adjustment built into a watch, you 
can’t put it in. 

Mr. Leva. May I speak to it? 

Mr. Kennepy. Was that always true before 1930? 

Mr. Butova. Always true. You didn’t put in a bimetallic balance, 
a cut balance that would expand and contract with temperature 
changes. That was the prima facie evidence it was an adjusted 
watch for temperature. 

Mr. Kennepy. It is put in prior to the time? 

Mr. Butova. Put in prior. 

Mr. Kennepy. What about the question that it is a test? 

The Cuarrman. One of you at a time. 

Mr. Stmon. Mr. Chairman, I think we will elucidate this whole 
picture on this alloy hairspring that took the place of the bimetallic, 
We here in the United States in our factory in Jackson Heights manu- 
facture our own alloy hairsprings. 

If you come to our manufacturing department where we manufac- 
ture alloy hairsprings, we will show you that we test for periods 
as long as a week in various changes of temperatures, ranging from 
plus, I think it is something like 150 down to around zero centigrade, 
so you get that complete range there. 

We test the spring material that we have made ourselves in those 
hot boxes and cold boxes for a period of 2 weeks. 

When that material comes out and has tested that there is not a 
difference in the cofficient expansion of that particular batch of 
material, then it goes into the processing, that batch is put into the 
processing of hairsprings to the particular sizes we need for our dif- 
ferent sized watches. 

Mr. Butova. You test the material before it is made in a spring. 

Mr. Simon. But it has been alloyed. It has been ready to be made 
into a particular one spring. At that point we test and test very 
extensively and we can give you, if you want them, the typical records 
and charts of a given batch of hairspring wire before it is actually 
cut up. , 

The way that test is made, for your information, is to make out 
of a given batch so many pieces of hairspring and put them into 
watches and see how the timing goes as the change in temperature 
takes place, 2 days at this temperature, 2 days at the next, 2 days at 
the next. 

The kind of thing that is done in those observatories in Switzerland 
is done to a far greater extent on the material in the first place. 

It is also done on the material in the first place in Switzerland, be- 
cause if you buy a hairspring in Switzerland to put into your watch 
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production, right on the glassine envelope that wraps the hairspring 
that you buy from the paarepsing trust, which is a part of the overal] 
watch trust ; it is written right there what the tolerances are as to time. 

When the Swiss manufacturer has taken his hairspring out of the 
glassine envelop that says there is a change for every 1° Fahrenheit, 
so many seconds; after he has taken that hairspring out of the enve- 
lope and stuck it in the watch there is nothing in the world he can ever 
do to change the adjustment for temperature in that watch with that 
particular Steaninns any more than there is with the particular 
adjustment that is in the watch when we use our hairspring manufac- 
tured in the United States in our watch. 

Therefore, I think that this should clarify the fact that temperature 
is built into watches just as it was built in in 1930 by the engineering 
trick in 1930 of putting a cut bimetallic balance wheel in the days when 
there were no alloy hairsprings. 

One is equivalent to the other exactly. 

In addition to that, going beyond the Treasury, if you look in the 
1930 law, although I am not a lawyer, I think you will find that Mr. 
Strawn and all that blather that has probably been dished out in great 
gobs, nobody ever said that you made a temperature adjustment by 
any postassembly process whatsoever. It was engineered in then and 
it is still engineered in there today. There has been no difference 
whatsoever. 

The Cuatrman. In fact, it cannot be done. 

Mr. Stmon. It cannot be done. 

The Cuamman. Number one. 

Mr. Simon. That is right. And couldn’t be done then. 

Now, the law says temperature adjustment counts for two. 

The Cuarrman. Now, the question is: Did the Congress in enacting 
this law when it referred to a tariff on an adjustment watch, have in 
mind that watches that had this process built into it, either the old one 
or the new one, that that watch was an adjusted watch? 

Mr. Leva. May I speak to that on temperature adjustment only for 
the moment in answer to your question and in answer to Mr. Kennedy ? 

The Congress in 1930 used this exact language: 

There shall be an additional duty of $1— 
subsequently reduced to 50 cents— 


for each adjustment of whatever kind (treating adjustment to temperature as 
two adjustments). 

The Cuarman. What is that? 

Mr. Leva. Treating adjustment to temperature as two adjustments. 
That is on the face of the statute. You don’t have to go to legisla- 
tive history for that one because the Congress chose those unqualified 
words, treating adjustment to temperature as two adjustments. 

This went through the Congress at a session which began in 1929 
and when through 1930. This is the Tariff Act of 1930. 

The Cuatrman. That would apply to material that went into the 
watch that was treated before ¢ 

Mr. Leva. Before. 

The Cuarrman. And that according to your interpretation of that 
would constitute an adjustment for temperature ? 

Mr. Lexva. That is right. For this reason: In that very year the 
United States Custom mee in the decision known as the Schussler 
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case spoke of this bimetallic balance wheel which had already been 
developed which takes care of the temperature adjustment. 

Now, there is a more modern development, the alloy. At that time 
it was the bimetallic wheel that was built in and the Customs Corps 
in the decision of June 20, 1929, when this legislation was going 
through the Congress said that: 

The presence of a bimetallic balance wheel is the determining factor that the 
movements have been adjusted to temperature. 

Now, that was the judicial interpretation contemporaneous with 
the congressional choice of language. 

The Cratrman. They are bs in their watches now marked 
“ynadjusted.” 

Mr. Leva. That is correct. 

The CHarrMan. Therefore, no tariff is being collected on these 
watches for temperature adjustment ? 

Mr. Leva. That is correct. 

The Cuairman. That is your contention, that that is not carrying 
out the law and the intent of Congress. 

Mr. Leva. We feel that it is not carrying out what the intent of 
Congress in 1930 in choosing that language, in view of the judicial 
decision in 1929, and the state of the art at the time that Congress 
enacted that legislation. 

The Bulova Watch Co., like all the importers, is bringing in its 
watches marked unadjusted in accordance with the Treasury Depart- 
ment’s 1940 ruling and from a competitive standpoint as Mr. Bulova 
testified here last summer, must continue to do so as long as that 
ruling remains on the books. 

Our position, and we have put this in our brief to the Treasury 
Department, is that we acknowledge that there are problems on 
position adjustment, the legislative history, Mr. Strawn for Elgin 
and Hamilton at that time, which at least confuses the issue on 
position adjustment. 

There is no equivalent confusion on temperature adjustment and 
we say the Treasury as a minimum should immediately begin col- 
lecting the temperature adjustment which Congress in 1930 said on the 
fact of the statute is two adjustments, heat and cold. 

The Cuatrman. You would collect the tariff on 2 adjustments for 
temperature, 1 for heat and 1 for cold. What is the present tariff 
rate on each adjustment ? 

Mr. Leva. Fifty cents for each adjustment, having been reduced 
in 1936 with the Swiss-United States trade agreement from $1 to 
50 cents. 

The Cuarmman. For the two, now? 

Mr. Leva. It would be a dollar for the two. 

The Carman. Now? 


Mr. Leva. Yes. 
The Cuarmman. That means every watch that comes in with that 


adjustment, with the temperature adjustment, the Government under 
the present rate is entitled to $1, 


Mr. Leva. $1. 
The Cuarrman. And it is losing a dollar on each watch that has 


that adjustment built into it? 
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Mr. Leva. Yes, and in a year when there are 10 million watches 
imported that would be $10 million in revenue leaving to one side 
the other adjustment question, such as position. 

Senator Benper. Mr. Chairman, I would like to ask, since this law 
was enacted in 1930, why you waited for 26 years to bring this matter 
to the attention of the Congress and why you have not pursued it 
through regular legal means, the courts? “Have you ever filed an 
action in court, have you ever tried to get relief ? 

I am asking a lot of things all at once. You obviously claim that 
you are discriminated against. Now, why have you waited so long 
and what have you done to get relief? 

Mr. Leva. May I begin the answer and let Mr. Bulova finish it, 
because my experience in this particular matter with the company 
only goes back to 1951 and his goes much further back. 

But as Mr. Bulova mentions, Senator Bender, just before you came 
in, up until 1950 at the outbreak of the fighting in Korea he was 
approaching each problem from the standpoint of his stockholders 
in a publicly owned company, what do the financial interests of the 
stockholders of my company require? This was after getting out 
of war production at the end of World War II, and in the interim 
period from 1945 to 1950. 

From 1950 to the present date, and here we come into the area that 
I have personal experience with, the Bulova Watch Co., both in the 
1951 testimony which the Chairman referred to before the Tariff 
Commission and in briefs filed with the Treasury Department, and 
in all facets of the watch situation, not merely adjustment, but the 
continuing issue over the defense essentiality of the industry and 

everything else, have approached all problems from the standpoint 
of a very simple question: What does American national security 
interests require ? 

And the financial interests have been, and I think I can say this and 
Mr. Bulova, I believe, will bear me out, have been subordinated to that 
overriding consideration. 

From the Korean date to the present time we have been seeking in 
all of these various areas, and most recently with the Treasury De. 
partment and with this committee in this area, to advance this in- 
terpretation of the statute which we believe to be wise. 

n the period before 1950, as Mr. Bulova can testify from his per: 
sonal knowledge, and I cannot, working in an economic climate where 
he had to get along with the Swiss watch cartel if he was going to be 
permitted to produce watches in Switzerland he has had certain con- 
siderations. 

Mr. Butova. We are members of that cartel. I understand you 
have been in the advertising business, Senator. Our original manu- 
facturing was in manufacturing, the manufacturing of movements. 
We only started to set up a plant here in 1929—and this was done only 
commercially—in the event that we should be cut off from our supply 
abroad we ought to be able to make watch movements here in this 
country, otherwise we are out of business. 

That was the thought of the bankers and the wise men and we set 
up this plant at that time, although it did not exist in Switzerland, 
this cartel or trust, and we brought over equipment and machinery 
and had the contract labor law waived so we could bring over 20 
executives. 
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We gradually built the plant, an integrated plant in which we 
made all the component parts of a watch, with the know-how and 
equipment, before we got into production. It took about 10 years. 

When we got into production, in 1941, and I think our production 
at that time was about 1 million, somewhere around that, the war 
came on and the plant wasn’t created for a war plant. We were con- 
verted 100 percent to war production and we found ourselves produc- 
ing fuses, time elements, firing control instruments, other things which 
our particular type of manufacturing lent itself to, this high precision 
in these timing elements. 

We today are manufacturing timing elements for guided missiles 
for fuses, for bomb carriers, and many other things that we are in 
production on now. 

Our watch production is about one-third of our capacity. The 
other two-thirds of our capacity is being used for manufacturing for 
the armed services. That is what we are doing. 

Senator Benper. That is more profitable than making watches ? 

Mr. Bunova. It is not profitable. It is more profitable in this re- 
spect : It is more profitable to make our majority, the major part of our 
production in Switzerland where wages are lower and the cartel has 
been able to control wages, whereas here wages have gone up 300 
percent. 

Senator Benper. What is a cartel in your opinion 

Mr. Buxova. I will tell you what it is. First of all, basically out- 
side of the organization that manufactures, the trust that manufac- 
tures all the component parts and does not finish a movement 

Senator Benper. You mean in Switzerland this whole thing is a 
part of one operation ¢ 

Mr. Buvova. Oh, yes; one operation. It is an all integrated opera- 
tion with 

Senator Benper. Government sponsored ? 

Mr. Butova. Government controlled. 

Senator Benprr. Private interests are involved in the business? 

Mr. Butova. Absolutely. As far as the private interests are con- 
cerned, I can only give you the explanation of our own business. For 
example, we make a watch movement in Switzerland. It is prescribed 
what our selling price shall be. It is prescribed what we shall pay 
for our labor. Al the labor is rated in the various operations, 

Senator Benper. Labor is very cheap ? 

Mr. Buxova. Labor represents about 30 cents to a dollar expended 
here and, of course, it is not offset by the difference in the tariff. The 
tariff is not sufficient to cover the differential in the cost of labor here 
and in the Swiss plants. 

But it is prescribed what we can ship. We can’t ship without a cer- 
tificate from the Chambers Swiss which controls all our shipment. 
We cannot ship without having our consul invoices. 

Consul invoices and books are audited to prove whether we main- 
tain the prices that are prescribed for us to charge in our billing. 

So all our selling prices are controlled; all our purchasing of parts 
is controlled because, after all, there is only one price, there is one 
tariff price, there is no competition. 

I will say to you as a businessman, it is a very nice climate to work 
in. You have nothing to worry about. 

Senator Benper. What are you complaining about, then ? 
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Mr. Buxova. I am not complaining about anything. You asked a 
question. I think that question would approach the American manu- 
fatbanes. We have never complained. 

Senator Benprer. Have you ever filed suit in courts on this? 

Mr. Butova. We haven't. We weren’t interested in it. We have 
not been interested in it. The only one that should be interested in 
this particular case is the United States Government. Either they 
want a watch industry here because it is essential to national defense, 
and they ought to do something about it, and that is the only reason 
I am here, or they are not going to have an industry here. 

Mr. Leva. There is no basis to file a suit. 

Senator Benprer. Under the laws of the United States as we were 
informed this morning, and we have good lawyers on this committee— 
I am not a lawyer, but I have listened to the judge over here, the 
Senator was a judge and I think we have another lawyer, Senator 
Jackson, and he indicated that you have an opportunity under the 
law to file an action in the courts, sir, against this allegedly unfair 
discrimination as you have indicated. 

Mr. Butovya. I don’t consider it unfair discrimination. It is only 
from the point of view of how you look at it. We are now being inves- 
tigated by the Department of Justice. We are named a party to the 
case because we have signed agreements with the cartel in Sritverland. 
The Department of Justice has cited us as being a party to the cartel 
in violation of the antitrust laws. 

Senator Benprer. What do you say about that? 

Mr. Butova. That is the only way I can do business in Switzerland. 
If I want to ship or do business in Switzerland that is the only way I 
can do business in Switzerland unless I want to go out of business 
there. 

Mr. Leva. On this particular issue an invoice for a watch is re- 
quired to be marked “This watch has been timed but not adjusted.” 
Unless the Bulova Watch Co. was willing to put that on its invoices 
they could not ship one watch out of Switzerland. 

Senator Benper, A member of the association which represents the 
Swiss industry appeared before us this morning and he showed us 
three watches manufactured by one of your American competitors. 
I think it was the Hamilton Company. And one one movement it says 
“adjusted” and on the other movement there is nothing. 

On the third movement its says “adjusted” and then uses some other 
language “for time and position.” Now, this American company 
with 3 of its own products, on 1 they say nothing; on 1 they say 
“adjusted.” 

Mr. Smuon. Were they all made in the United States? 

Senator Benper. That is what the testimony shows. 

Mr. Srwon. Isee. I think for the purpose of clarification, you need 
just a little background here to see where this thing stands and where 
Mr. Bulova stands. 

We have to start off on the basis that it is unfortunate for the 
American watch manufacturing industry in so far as it is essential 

to national defense that the American manufacturers of watches 
over the years since 1930 were not more aggressive than they were. 

I would like to point out, which Mr. Bulova perhaps has not, that 
he is the only man today in the watch industry who is a founder of 
his business and that Elgin, Hamilton, Waltham, and so forth, who 
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had founders with zeal and aggressiveness and so forth in the past, 
they are all 100 years old, 80 years old, in that category, naturally they 
have had successive managements, not one of whom in any of those 
cases represent ownership-management. 

Only Mr. Bulova in this industry, who is a founder and represents 
owner-management in the business. 

Mr. Buxova. And I am a minority. 

Mr. Srwon. Granted, but still as you see him, he is one of the old 
school. What happened is this: In 1930 when this law went through 
it was really a defeat for the American manufacturers of watches, 
of which Bulova was not one. It was a defeat for them because had 
they been able to move on this situation and they thought that they 
had protected themselves by the language of the law—had they been 
able to get that protection out of the Treasury they would have 
grown and prospered and you would have today not a measly 4,000 
people still working in the watch industry, but Pree 40,000. 

However, by dint of the circumstances, the depression, the lack of 
aggressiveness, they allowed a great opportuity to slip and didn’t 
press this thing in those days and what happened was that the 
importer group took the lead and I submit that Mr. Bulova was the 
leader of the importer group, and they decided they were going to 
create in this country a demand for watches based on something else 
than adjustment. 

Senator Benper. Let me ask you this: you will pardon me, Mr. 
Chairman; I will not pursue this beyond this question. 

The representation made by, I think, Mr. Fox, who appeared here 
this morning, was that the Hamilton people couldn’t put the mark 
“adjusted” on a watch that had not been adjusted. 

Mr. Staton. That is fair enough. 

Senator Benper. You say that every watch has to be adjusted. 
That was your testimony a few minutes ago. 

Obviously they themselves did not make that claim on that par- 
ticular watch because, according to his testimony, that watch had not 
been adjusted. 

Mr. Butova. Let me give you an explanation on that. They import 
watches from Switzerland. They mark them “unadjusted” on the 
back. It might be a reflection on those that are importing versus 
those that they are making here. 

Mr. Leva. Hamilton has had to go into the importing business to 
live. 

Mr. Burova. All the manufacturers have been importing because 
of the advantage in price. They can’t meet the competition, So 
they have to import. 

Senator Benper. Why do they have a watch with no markings? 

Mr. Bunova. Because they would not show the distinction between 
the two. ~ 

Mr. Leva. With no markings, Senator, the present marking of 
unadjusted is inside the cover. 

Senator Benprer. You mean they are kidding themselves; they are 
not kidding the public, but they are kidding themselves. They are 
losing money on their product by not putting in any marking on 
it at all? ; 

Mr. Leva. It may have been one of their imported watches which 
was marked “unadjusted” inside the back cover where you would 
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never see it, or it may be one of their watches which they have never 
marked adjusted for the reason that Mr. Simon mentioned, they 
have lost the economic advantage of advertising adjustment. They 
have advertised jewel count, how many jewels, but until recently they 
have never advertised that a watch is adjusted or not. 

Mr. Srwon. I would just like to pursue this line to show you this 
because it all comes down to the same essential point. 

All the watch companies did not make any fuss about adjustments 
starting in 1930 because the leaders in the industry happened to be 
the importers of watches from Switzerland and they naturally didn’t 
want to discuss adjustments, since adjustments would cost them addi- 
tional tariffs. They ran away with that market over the years, the 
Swiss have, and the proof of it is right to this minute the Swiss have 
83 percent of the American market for watches. 

Now, the American manufacturers felt that as long as they could 
compete, based on dollars and cents, they were all right and they 
Ler follow suit and they would go along on this situation, and they 
did. 

Senator Benper. It is your claim that underneath somewhere there 
is, on some part of the mechanism it is indicated that it was an im- 
ported watch or that it is not an adjusted watch. 

Mr. Leva. If it is an imported watch it is required to be marked 
unadjusted. 

Mr. Srmon. If it is not an imported watch they may well not have 
marked it adjusted even though it is. 

The Cuatrman. As I understand it, the domestic manufacturer does 
not have to mark the watch either way. 

Mr. Srmon. That is correct. 

The Cuatrman. But the importer does have to place on it “unad- 
justed” in order to get it in without the tariff. If he puts “adjusted” 
on it, he has to pay the increased tariff. 

Mr. Stuon. That is right. 

The CuHareman. He cannot ship the watch in unmarked, whereas 
the local domestic producer can sell the watch without any marking 
on it whatsoever. 

‘ Mr. Suwon. Correct. 

The Cuarrman. And the domestic producer resorts to adjusted and 
so forth, those markings, simply for sales benefit. 

Mr. Sruon. That is correct. 

The Cuarrman. But not from compulsion of law. 

Mr. Suwon. That is correct. 

Mr. Butova. When it is adjusted, this temperature adjustment 
which I tried to explain before, which is built in, you can’t add to a 
watch. This comes built into the watch, and this was marked cor- 
rectly, and I tell you this frankly, it would have to be at least marked 
adjusted to temperature, heat and cold. 

Mr. Leva. We have suggested one occasion and would like to renew 
the suggestion, Mr. Chairman, that another minimum matter which 
the committee might consider is whether or not if a watch is marked 
unadjusted as an importer on the inside where you never see it, that 
it be required to be marked unadjusted on the face of the dial so that 
the American consumer, if he is buying an imported watch which 
comes in as unadjusted, will be able on the face of the watch to see 
that it is unadjusted. 
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The Cuarrman. Would not that permit opportunity for fraud? 
‘They could take the dial off very wenn d and you could not tell that 
was associated with the particular watch. 

Mr. Leva. At the present time it requires that a watch made in 
Switzerland have Switzerland placed on the face of the dial and they 
would not change the dial to conceal that fact. 

Historically when you had a pocket watch you could open it. Now 
you have a waterproof watch, self-winding watch. You never open 
it. The jeweler never opens it to show you. 

Our thought there is that if they are going to continue to come 
in marked “unadjusted” they should be marked on the face of the dial 
so that the consuming public can tell it is duty free on the unadjusted 
basis. 

Senator Ervin. As I understand it, in Switzerland your watch 
manufacturers, manufacturers of movements organized in a trust 
agreement with the consent of the Government, government approval 
in which they agree on what they will pay for materials that are usec 
to manufacture the movements. In which they agree as to the wages 
they are going to be paid and in which they agree as to the prices 
at which the movements are to be sold and in which they also agree 
as to the amount of movements which are to be expected. 

In other words, there is no competition whatever. 

Mr. Srmon. I think it goes further than that, Senator. As a mat- 
ter of fact, back in 1951, the rules and regulations of the cartel which 
was called the convention was actually, by action of the parliament in 
Switzerland, incorporated into Swiss law so that to my knowledge 
the only cartel which is so backed up by the government that a vio- 
lation of its regulations is in fact a jail offense and they have not only 
succeeded in completely controlling the entire situation in their own 
country, but they are in fact responsible for 95 percent of the world’s 
output of watches. 

Senator Ervin. Would that interfere with the Bulova watch want- 
ing to expand its production ? 

Mr. Smwon. Very much. We have something called a gentlemen’s 
agreement, It was a signed agreement, signed in 1948 in Switzerland 
between the Bulova Watch Co., Mr. Bulova personally, and the Swiss 
watch cartel which prohibited the Bulova Watch Co. from makin 
more than two watches in the United States for three in Switzerland, 
specifically banned that. 

Also, prohibited the Bulova Watch Co, from ever buying a watch 
past of any kind whatsoever outside of its own factories from anybody 
out the members of the cartel, and so on down the line. 

It was that sort of agreement which is presently, of course, now 
the Department of Justice has caught up to it and I might say, we 
are very happy about that, and they will eventually dissolve this 
agreement once and for all. 

But the great problem there is now do you protect the Bulova Watch 
Co. in Switzerland because as long as you are in Switzerland you are 
still under their laws and it is their pressure and their dominating po- 
sition which has been the great reason here for trying to find some 
ways and means of countering the kind of things that they have been 
doing. 

For example, I think this is important for you to know, every watch 
that leaves Switzerland pays half a franc, 1214 cents, and this amounts 
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to 35 million watches a year, into a kitty which is used for propa- 
ganda purposes in this country, which is used to bring pressure on 
every Government agency, including the Treasury oa so forth in 
this country, so that the great problem here is how can we do some- 
thing to get that Treasury to at least give us the things that are 
in the law and enforce them because there will be no watch industry in 
this country unless that sort of thing is brought about. 

Mr. Kennepy. Will you explain isochronism ? 

Mr. Leva. We had been discussing earlier the matter of our views 
concerning the fact that from the standpoint of the law, leaving to 
one side the matter of position adjustments, it was our feeling as a 
matter of law, which we have transmitted to Secretary Rose, Mr. 
Weitzel, and their associates in the Treasury, that the Treasury could 
rule and could collect the adjustment duties without delay, certainly 
as a minimum on the temperature adjustment which we have been 
discussing, and quoting the law there. 

We feel that the same is true in terms of the adjustment for 
isochronism. 

Senator Benprer. Would you not believe that the Hamilton people 
would mark on each watch for the sales advantage they would have, 
if a watch had been adjusted that they would say adjusted because of 
the value? 

Now, usually when you buy a garment you like to have the label of 
some substantial company or else you like to have the advantage of 
the merchandiser to mark his product. You say that Hamilton just 
disregarded that. 

Mr. Soon. From 1930 until last year they disregarded it except in 
very unusual cases. 

Senator Benprer. Why ? 

Mr. Soon. Because it was not part of the market demand in this 
country. 

I will say this: When the Bulova Watch Co. in seeking for itself 
some substantiations and basis and excuse to continue to manufacture 
watches at all in this country, resorted to the use of marking of ad- 
justments which are perfectly justified and which exist in its watches, 
on the watches it made in the United States. Hamilton immediately 
followed suit and we can get you the Hamilton ads which now say 
“All Hamilton watches are perfectly adjusted.” 

Senator Benper. You mean the product we saw this morning 

Mr. Stuon. Was not made this year. 

Senator Benner. You mean it is an old product? 

Mr. Srmwon. That is right. 

Mr. Leva. Either an imported product or an old product. 

Mr. Son. So is Elgin marking their watches alee 

Senator Benver. I am a layman as far as the watch industry is con- 
cerned, but I would want to buy an adjusted watch, 

Mr. Butova. But you would not look at it. That is marked 
“vnadjusted.” ; 

Mr. Leva. Senator Bender says to us, and with his background in 
advertising I think he is completely right, they have been passing up 
a good bet in not saying that the Hamilton watch is adjusted. But 
until Bulova followed that fact and Hamilton or Elgin followed suit, 
they were not marked “adjusted” or “unadjusted.” 
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Mr. Suwon. The Swiss still have their influence on that, but due 
io the fact that they, as well as Bulova, have to sell Swiss watches 
which are marked “unadjusted,” you come to quite crossroads in 
merchandising and advertising to find out to what extent can you 
afford to advertise an adjusted watch when a good percent of your 
production is marked “unadjusted,” due to the false marking that 
has been permitted by the Treasury under this very law. 

Mr. Butova. Thank you, Mr. Chairman, for the time given us. 

The CuarrMan. Thank you very much. 

Mr. Rose, you may come around, please. 

If you gentlemen care to remain, I have no objection if Mr. Rose 
does not. 

Mr. Rose, did you testify before? 


TESTIMONY OF UNDER SECRETARY H. CHAPMAN ROSE; ACCOM- 
PANIED BY JOHN P. WEITZEL, ASSISTANT TO THE UNDER 
SECRETARY 


Mr. Rose. Yes, sir. 

The CuarrMan. Well, you may remain under the same oath. You 
may proceed, 

Mr. Secretary, you understand and know, of course, that this com- 
mittee has been concerned with questions that have been raised about 
whether the duties on watches, imported watches, have been collected 
in accordance with law and also concerned about the charges or allega- 
tions that possibly the Treasury Department. has placed an erroneous 
interpretation on the law and we have heard considerable testimony. 

I may frankly confess, myself, that I am still a bit confused about 
it. I will be glad to have you explain further the position of the 
Treasury on this issue and I understand that since you testified here 
before you have further explored the matter and may possibly be 
able to give the committee some additional information. 

So you may proceed in your own way, if you will. 

Mr. Rosr. Mr. Chairman, addressing myself in the order of those 
two questions to the Treasury’s position on the issue of adjustments 
and then to the further exploration we have been making into that 
question since I was last here, I testified in substance before that there 
were, as T saw the question, really two problems that confronted us. 

One, the contention that was raised again about 2 years ago that 
the Treasury in the Customs decision that was published in 1940, had 
made an erroneous inter pretation of what constituted an adjustment. 

Under the provisions of paragraph 367 of the Tariff Act, the second 
question was whether assuming that our interpretation was correct, 
we were properly enforcing both the requirements of marking and the 
collection of duties which followed from that decision. 

The essence of the difference of opinion on the first question of 
whether we were right in our interpretation of the law is whether the 
word “adjustment” as it appears in the statute, means as that Treasury 
decision defines it to mean, a process of testing and munipulation that 
takes place after the watch is assembled in order to bring about cor- 
relation between the rates at which the watch runs and in the different 
positions, hot and cold, and wound up and nearly run down. 
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Those being position adjustments. Temperature adjustments, and 
isochronism adjustments, or whether it was being contended by those 
who felt we were not properly enforcing the law, whether the prog- 
ress in manufacture since those words went into the statute had not 
been such that watches were now during the course of their manu- 
facture being made so much more precisely and accurately that in 
effect the adjustment previously achieved by the post assembly process 
were built into them during the course of manufacture. 

(At this point Senator Symington entered the hearing room.) 

Mr. Ross. Now, I touched before on certain of the reasons which 
led us on our reexamination of the question over the last 2 years to 
feel that that decision of 1940 was correct or, at least, so nearly correct 
that a decision of that standing, that there was no occasion for revers- 
ing it; that there was no sufficient reason for adopting a different 
interpretation of the statute than one that had been on the books that 
long. 

I pointed to some of the difficulties of adopting the view that adjust- 
ments were built into the watches now, or we should take the view 
that adjustments were built into watches now as distinguished from 
creating by a postassembly process in the earlier period. 

One of the most telling of those, to me, is this: that the marking 
requirement, that is, the statute requires that the watch be marked 
with the number of adjustments to which it has been adjusted when 
it is received. 

My feeling is that that almost drives you to the conclusion that 
what the statute was talking about was a defined number of tests, 
tests in a defined number of positions and changes in the characteris- 
tics of the watch so it would meet the requirement in those positions, 
because if you begin to adopt the concept that the watch was adjusted 
by precision in manufacturing, there is no number of positions that 
is any more likely to be adjusted to than any other number. 

You could say it is adjusted to 2, 3, 5, or 7, or a larger number, 
because it runs with it in fact by reason of the precision manufactur- 
ing within tolerances in that number of positions. 

I think our feeling has been, and it still is, that the statute was 
talking about a state of the art in which adjustments took place after 
the assembly of the watch and were testing the accuracy of the watch 
in various positions and in various degrees of heat and cold. 

Now, the second question that concerns us very much was the one 
that was brought up by some information submitted to this committee 
and also to us, as to whether, assuming that that interpretation was 
the right one, we were still enforcing it properly. 

You will recall that there was in evidence before you certain adver- 
tising literature, certain invoices, and certain other testimony that 
raised the question whether watches would be marked unadjusted 
when sent here and adjusted when sent elsewhere, the same watch, 
there was advertising literature that advertised watches adjusted to 
temperature and position when they came in here marked “unad- 
justed.” 

As a result of the questions that were raised, we made as adequate 
an investigation as we could in this country. We then, with the feel- 
ing that we should know more about it than we could find out in this 
country, put together an inspection group and obtained the consent 





SWISS WATCHES—ADJUSTMENTS 175 


of the Swiss to admit this group to their country and to allow them 
to look at what factories they desired to look at. 

[ am in a little difficulty in describing the results of that inquiry. 
I have no objection to stating them before the committee in executive 
session at this point. They have not, however, reached the point of 
action in the Treasury. 

I wonder whether it is appropriate that I discuss that in the pres- 
ence of members of the domestic industry here since we have not dis- 
cussed the matter outside the Government. 

The Cuatrman. I will be very glad to have them excluded. 

Mr. Rosr. I am very sorry to have to make that request. 

The Cuarrman. That is all right. I did not know the nature of 

vour testimony. I thought it would be well if they could hear it. 
' Mr. Ross. I would like to offer a word of explanation. This has 
been a matter of some delicacy with both the Swiss Government, the 
Swiss industry, and the domestic industry, and we have had to watch 
our P’s and Q’s very carefully from the standpoint of not in effect mak- 
ing disclosure some place and not other places, and so on. 

[ do not know that I am going to get into anything specific that will 
be difficult, but I think it is very likely that I would. 

We discussed both with the Swiss Government and representatives 
of the Swiss industry our desire to send this mission. We constituted 
it as carefully as we could of people that would be effective to examine 
this question. 

My personal assistant went along because he has been following this 
question with me. We.had a representative of the Bureau of Stand- 
ards who after a considerable research, request for assistance from 
the Defense Department, was recommended to us as the best person, 
outside expert to get into this question, the top Customs man on 
watches, and the assistant to the head of the Customs classification 
section. 

Those four were the group that went. They spent about 3 weeks in 
Switzerland. They made their own selection of the plants to visit. 
They were not given a list of plants. They developed a cross-section 
of the industry. 

Plants that made the very fine watches, those that make the inter- 
mediate grades, and some that make the Roskopf and pin-lever 
watches. 

The results of this inquiry have-been submitted to me and to the 
Commission of Customs and are now under review by the Commis- 
sioner of Customs. 

I speak tentatively until I have had the benefit of the Customs 
recommendation on the subject, but I think I can generalize to this 
extent and subject to that revision. 

In the first place, I would draw from the results of their inquiry, 
and, by the way, they went to all the plants which were mentioned here 
as having submitted literature or having done other things which 
might involve fraudulent evasion, that there is, if any, a very minor 
problem of what you might call intentional evasion of our require- 
ment, such things as marking the same watch one way for the United 
States trade and another way for other trades. 

Just to talk on that point for a moment, I think of the 27 companies 
that they visited, all but 3 followed the practice of marking, using any 
markings for adjustments only for the United States market. They 
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sent their watches elsewhere without any marking concerning adjust- 
ment. 

One of the companies manufacturing very high-grade watches 
marked its watches adjusted wherever they went. 

Another company did indicate that there had been sporadic ship- 
ments in the past to Canada of watches marked “adjusted” when they 
went to Canada, but “unadjusted” here; that was sporadic and in the 
past. 

One other company sought to use its United States markings else- 
where in order to simplify its manufacturing process and that one had 
difficulty getting watches marked “unadjusted” into England because 
they staleinic them without markings they didn’t want watches 
marked “unadjusted.” 

They looked at all the standard sales literature in each plant they 
went into, didn’t find any current literature of the kinds which were 
put in evidence before this committee. 

B ythe way, I have requested the domestic industry to give us any- 
thing more along that line that they have found and I have not had 
further submissions. 

Drawing a broad conclusion I would say that that mission did not 
indicate any perceptible amount of what I would call intentional! 
evasion. I think it did indicate a gray area of testing manipulation 
in the case of certain classes of watches, by certain manufacturers, 
where there might be a difference of opinion between us and the for- 
eigners as to whether or not those should be marked adjusted watches. 

Another conclusion I would draw from it is the fact that there still 
is a recognition in Switzerland of the presence of adjustment in the 
old sense, in the sense that I have used it. There are seven testing 
laboratories to which the highest grade watches are sent for a special 
certificate of clearance. It 1s what they call a bulletin and they go 
through this very elaborate 24-hour test cold, 24-hold test hot, 24-hour 
test in each of 5 positions and so on, so that the adjustment in that 
sense is still being practiced on the very fine watches. 

I think, as I say, we are still in that gray area and subject to what 
Customs may come up with and I cannot speak definitively because 
this is so technical, until Customs has made its recommendation, there 
may be an area where we have to consider whether our enforcement 
has been adequate. 

I think that one other conclusion would be justified. That is that 
we are dealing with a statutory concept that has become increasingly 
obsolete because of the development of manufacturing methods over 
25 years since that tariff act was passed. 

When we impose a duty, when the dutiable incident is whether a 
particular manufacturing step took place and when the tariff spread 
is so wide between—when the tariff consequences are what they are, 
50 cents or a dollar; 50 cents now under the trade agreement for 
adjustment, there is a constant pressure, of course, on people to design 
around taking that step. 

(At this point Senator McClellan, chairman, withdrew from the 
hearing room. 

Mr. Rose. So I think whatever we may come out with in the way 
of further refinement of our decision, further requirement of pay- 
ment of adjustment duties on certain watches that go through a certain 
process, that that will only be the signal for further advances or 
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further changes in the manufacturing process to avoid taking steps 
that involve the payment of the duty. 

So that I think that we are back to a statutory problem in the end, 
the problem of what the form of duty on w atches ought to be and 

how high it ought to be and what is an effective administerable 
method of collecting. 

Now, we hope to have, I think within a matter of a week or two, a 
re »ommendation from the Customs in the light of this study at which 
time we will be in a position to announce at least a preliminary conclu- 
sion as to any further enforcement procedures that we ought to get 
into. 

Senator Symineton. Mr. Secretary, could I ask you to sum up your 
recommendations so that I understand exactly what is to be done now. 

Mr. Rose. I can answer that question more definitively after I see 
the Customs recommendations. But I am pretty sure that what we 
are going to wind up with, even though we do have to put into effect 
an additional 

(At this point Senator McClellan, chairman, returned to the hearing 
room. ) 

Senator Symineron. Excuse me. Mr. Chairman, before you came 
in, I asked the Secretary, who had finished his testimony, if he would 
sum up what his recommendations were. That is the question I have 
just asked him. 

The CaarMan. Very well. 

Mr. Rosr. I would like to say this, sir: I think the consideration of 
this question, which has in substantial part resulted from the focusing 
on it that has resulted from these hearings and our own investiga- 
tion, has been a helpful thing. And I think this expedition which is 
partially the result of that has been a helpful thing because I think we 
feel in the Treasury we have our feet under us more, we understand 
better what the problem is than we did. 

I think that ultimately we are going to be in a position where con- 
sideration has got to be given to modernizing the statute at least in 
this respect because I think that our basic difficulty here is that we are 
trying to impose a duty on a dutiable incident, namely, a postas- 
sembly manipulation which can be designed around, can be engineered 

around, and, therefore, is not a reliable b basis on which to attempt 
to impose a duty. 

Now, exactly what the answer is, what form the statute should take, 
I think is a thing that I am not in a position to recommend to you at 
this time. I think it is a question of the total tariff picture on watches 
which is, of course, a much broader one than I am personally at this 
point really capable of recommending on. 

The Cuarrman. May I ask you one or two questions at this point? 

Mr. Roser. Yes, sir. 

The Cuarrman. Is your feeling as of the moment, at least tenta- 
tively, that the present statute as you have interpreted it and are en- 
forcing it, is more or less obsolete insofar as protecting the American 
industry ¢ 

Mr. Rose. Yes, sir. 

The Cuatrman. Then it does need revision ? 

Mr. Rossr. I think so. 

The Cuarman. If your interpretation of it is correct? 

Mr. Rossr. I think so, sir. 
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The Cuarrman. One other question. Have you found that there 
can be an adjustment with respect to temperature after a watch is 
manufactured? How can you adjust it for temperature? You may 
test it, but beyond the test how can you adjust it? You may test it 
and reject it, but how can you repair or make the adjustment in the 
watch itself to bring it up to the required test for temperature? 

I mean, after the watch is manufactured, it is assembled. Here it 
is, it is running, it is ready; now you can test it for temperature by 
placing it in the hot and cold container and so forth and determine 
whether it stands the test, but if it fails to stand the test, how can you 
then adjust that particular watch? 

Mr. Rose. May I ask Mr. Weitzel to speak on my behalf on that? 

The CuHatrrmMan. Yes. I am not assuming you are a watch man, but 
simply have you found, or do you know any way in the trade that that 
condition can be remedied ? 

Mr. Rose. Mr. Weitzel was on this tour of the factories and I think 
that what he has to say on that would be more profitable than anything 
I have to say. 

The Cuatrman. I would be glad to have him answer. 

Mr. Werrzex. Mr. Chairman, the parts of the watch that are of 
particular importance in achieving temperature performance are bal- 
ance wheels and hairsprings. There are today various kinds of bal- 
ance wheels and hair springs used. 

As I am sure the domestic industry has informed you, most balance 
wheels today are what are called monometallic balance wheels and 
most hairsprings are a special new alloy which will 

Senator Symineron. I am sorry; I cannot follow you there. What 
was that word? 

Mr. Werrzev. Monometallic. They are made of a single metal. 
Most of the watches today have those types of balance wheels and hair- 
springs in them and they achieve fairly good temperature perform- 
ance, good enough for the average watch. However, for the highest 
quality watch, the one that the Swiss call chronometers, that they 
spend days in testing, in Switzerland, most of those countries that 
produce chronometers or watches of comparable quality, still use 
what are called bimetallic wheels; they are two metals together for 
expansion purposes and they use hairsprings with overcoils on them. 

Then they want to get the very finest adjustments to temperature 
they will test in ice boxes and then they will manipulate this overcoil 
on the hairspring by hand or they will change weight on a balance 
wheel. 

Now, that is the process that as far as we can determine from our 
trip was in quite general use around 1930 when the Tariff Act was 
enacted. It is not in general use today, but it is used in the cases 
of the highest-quality watches. 

Now, that is an example that I wanted to give you of how a physical 
manipulation can take place after testing for a temperature. 

The Cuatrman. Now, what is a hairspring made of? 

Mr. Werrzev. A hairspring is made of various kinds of metals and 
alloys. 

The Cuarrman. The same is true of a mainspring? 

Mr. Werrze.. Yes. I am not sure of the composition of the main- 
spring, what kind of alloy it is. 
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The Cuatrman. When that material, those parts, are first manu- 
factured, does not the testing or the manipulation of the process to 
determine their efficiency have to be made prior to the time they are 
placed in the watch ¢ 

In other words, if you have a mainspring or hairspring in a watch 
and then it would not stand the test with respect to temperature, 
what could you do with that particular hairspring or mainspring to 
make it stand the test? Would you not have to entirely substitute 
a new part ? 

Mr. Werrze.. That depends on the kind of hairspring it was. If it 
was one of these new alloys you are quite correct; you would have to 
replace the hairspring. 

The Cuarrman. Then the replacing of it, the testing of it, and then 
replacing of it with a different hairspring, would that constitute 
an adjustment of the watch ? 

Mr. Wetrze.. I wouldn’t want to pass judgment at the moment, but 
my initial impression would be that it probably would. 

But you see, it is just simply not necessary; as a matter of fact, it 
has gone so far that in the average quality watch they don’t even test 
for temperature. 

The Cuarrman. My thinking in terms of what adjustment means, 
it means something that you can take the same thing and regulate it, 
or change it so as to produce a different effect and not substitute some- 
thing else. 

Mr. Werrzet. I think as a practical matter, Senator, that your ex- 
ample would not occur very often, particularly because they have 
these alloys so well controlled that when they have finally decided 
to use a given batch of alloy for hairsprings, that they don’t have to 
replace them. That is proven by the fact that they don’t even test 
for temperature. 

The Cuarrman. Then are they not now actually building the tem- 
perature adjustments into the watch ? 

Mr. Werrzeu. I think they are. 

The Cuatrman. And, therefore, the question arises: Did the statute 
intend to levy a duty on a watch that had that particular adjustment 
built into it, or did it only intend to apply where some manipulation, 
test and manipulation occurred after the watch was assembled ? 

Now, I think that gets to the crux of it with respect to this temper- 
ature adjustment. 

Mr. Ross. I would like to say two things in respect to that, Senator, 
if I might. 

There were made to the committee, I think the Senate committee, 
one or the other of the committees that sat on this question in 1922, 
and then again in 1930, the suggestion that the use of certain alloys 
and the use of certain forms of hairsprings be made the subject of duty 
themselves. 

In other words, that if a particular type of alloy was used, because 
of just the arguments you were suggesting, that was not done. I 
think that legislative history makes it a little difficult to accept the 
argument that the use of the word “adjustment” meant the same thing 
as if it had been done. 

The second point is this: That. if as the brief for the American in- 
dustry at that point said, the word “adjustment” is only used once and 
it is used to cover all kinds of adjustments, it says adjustments count- 
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ing adjustments for temperature as two adjustments. It is a little 
difficult to say that adjustment for position means only position-as- 
sembly test and manipulation and not process of manufacture, but 
they say the same word as applied to temperature can mean the other 
thing, namely, by process of manufacture or use of particular materials 
in manufacturing. 

And yet if you try to apply to the position adjustment the concept 
that that can be achieved by manufacture rather than by subsequent 
test and adjustment you run into this difficulty that I have not been 
able to solve, how many positions have you adjusted a watch to when 
you don’t test it or manipulate it at all afterward but simply manu- 
facture it to a given degree of precision ? 

The difficulty is compounded by the fact that as you know the duty 
provision and the marking provision are tied together so that it is 
not just a question of how much duty, but the watch is not admissible 
at all if it is not properly marked. 

So that the fellow who sends it in has to have objective tests for how 
many position adjustments he has given the watch. So if you adopt 
the theory that position adjustments could be built in there is no ob- 
jective standard as to how many there have been. 

The Cuarmman. You do not adopt the view that a position adjust- 
ment can be built in, do you? 

Mr. Roser. No, sir. 

The Cuamman. Now, the question you are raising is: Then if you 
do not adopt it with respect to position why should you adopt it with 
respect to temperature or did the law mean to make that distinction, or 
does it make that distinction? You are saying you do not find that it 
makes such a distinction ? 

Mr. Roser. That is correct, sir. 

The Cramman. Mr. Kennedy wishes to inquire. 

Mr. Kennepy. As I understand it, the Tariff Act passed in 1930 
stipulates that there would be a tariff on the temperature adjustment, 
that that would constitute an adjustment. 

Mr. Ross. The language was: 
shall be subject to an additional duty of $1 for each adjustment of whatever 
kind (treating adjustment to temperature as two adjustments). 

Mr. Kennepy. Now, during 1930, or during this period of time, you 
used a bimetallic balance wheel; isn’t that correct 

Mr. Ross. Yes. 

Mr. Kennepy. And also prior to this time and during 1920 they 
perfected this nonmetallic balance wheel ? 

Mr. Ross. I believe that was just coming in. 

Mr. Kennepy. So on the question of what was a temperature ad- 
justment at that time, it was these two methods which they still use 
at this time; is that correct? 

Mr. Ross. I believe so. 

Mr. Kennepy. And both of those are built in; isn’t that right, also? 
Both of those were built in during that period of time? 

Mr. Rosr. Put it this way, Mr. Kennedy: Qualities of running the 
same at different temperatures can be imparted by the method of 
construction and the alloys that you use and in that sense they are 
built im. 
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I think what Mr. Weitzel says is true also, that adjustment for 
temperature in the case of the bimetallic type can still be done, is 
still being done. 

Mr. Kennepy. I say both of those, no matter which one you use 
monometallic or bimetallic, both of them at the time that the Tariff 
Act was passed were built in? 

Mr. Rose. Yes. You mean that both those balance wheels were 
used ¢ 

Mr. Kennepy. Right, was built into the watch. There was no post- 
assembly manipulation. 

Mr. Ross. I don’t think that follows. 

Mr. KenNepy. Well, explain it to me. Not to my knowledge. I 
thought these were metals that were put into the watch that were 
tested prior to going into the watch and were put into the watch and 
that was your watch that was adjusted for temperature which is just 
the same as today. 

Mr. Roser. I think as Mr. Weitzel explained, you still find tempera- 
ture adjustment in the case of bimetallic balance wheels. 

Mr. Kennepy. Now, I would like to understand that built-in. 

Mr. Rosr. May I get him to explain that a little further? 

Mr. Wertzxex. Let me first, Mr. Kennedy, give a little of the his- 
tory which we tried to develop over there which I think will be in- 
teresting to you. 

We have been very interested in this problem of when these various 
types of balance wheels came into existence, ourselves, and we tried 
to find out when we were over there when the monometallic balance 
wheels came into general use. 

Conceivably they were invented a number of years before 1930. So 
that the art was known at that time, but we asked almost every com- 
pany that we visited when they began to generally use monometallic 
balance wheels and in all cases I believe they had started to use them 
generally in their production subsequent to 1930, so that in 1930 
when the Tariff Ast was enacted in Switzerland we must assume, 
I think, that generally they used bimetallic balance wheels. 

Now, getting to your specific technical question, with a bimetallic 
balance wheel, one of the reasons for having such a balance wheel is 
so you can physically manipulate it after assembly of the watch by 
moving just around the oles of it, or by adding or subtracting 
weights, to those adjustments. That is, depending on how you do it, 
it can be position or temperature in some instances, too. 

Mr. Kewnepy. Generally the moving of the screws is for position 
adjustment ? 

Mr. Werrzrv. Not in every case. It depends on how you move the 
screws, Unfortunately I am not enough of a watch expert to give 
you all of the details on that but the experts who are with me tell 
me that you can do that for either of those adjustments. 

Mr. Kennepy. What is the point? 

Mr. Werrzev. The point is that in 1930 it seems to us that they did 
test and physically manipulate to achieve temperature adjustment. 

Mr. Rose. And still to some extent now in the case of bimetallic. 

Mr. Werrzet. Now, where the monometallic balance wheel -has re- 
placed the bimetallic one, they do not test for temperature nor do 
they physically manipulate it. 
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Mr. Kennepy. You say it was generally in effect during 1930, they 
didn’t use monometallic ? 

Mr. Werrzex. I would say generally during the 1930’s the.mono- 
metallic wheel came into general use. 

Mr. Kennepy. In the first place they say it did come in late in the 
1920’s so that Congress is assumed to have known about it. 

The second thing is that on the bimetallic that the test is done, the 
testing and manipulation is done prior to the time they come to the 
watch and there are very few of those as far as temperature or 
isochronism is concerned that have to be manipulated after that test. 

Mr. Fox admitted that is the point. 

Mr. Werrzev. I don’t mean to indicate that the monometallic wheel 
was not 

Mr. Kennepy. He said as far as temperature and isochronism, he 
said they do not manipulate a large number of those watches because 
it is all done by the time they put them in the watch. They do not 
manipulate them after final assembly. 

Senator Symineton. Mr. Secretary, I would like to ask you this 
question : 


‘ Why do you think this tariff law was passed? What was the reason 
or it? 

Mr. Rosz. This was a part of the general tariff provision of 1930. 

Senator Symrneton. Do you think it was in order to get more in- 
come to the United States from tariff in order to protect the Ameri- 
can industry ? 

Mr. Ross. I think even at that time the primary question was the 
amount of protection it would give American industry. 

Senator Symrneron. It is true, is it not, that the Swiss watch cartel 
and the Swiss Government were tied up so closely together that you 
can hardly tell them apart? 

Mr. Ross. It is a very intimate relationship ; yes, sir. 

Senator Symrnetron. Therefore, if you sent an expedition over 
there, regardless of the caliber of the expedition, which I am sure was 
of the highest of the Commission, everybody in Switzerland, including 
the Government and all the watch manufacturers would be doing their 
level best to show you that anything they were doing in order to not 
pay a tariff, which is a perfectly proper way for them to look at it, 
nevertheless that everything they were doing was entirely legal? 

Mr. Ross. I think that unquestionably they wanted to put their best 
foot forward. 

Senator Symineton. I remember one time when I was making 
cream separators, the Canadian Government decided that the competi- 
tion was too heavy so they passed a law that you could not ship any 
cream separators into Canada at all. Then we started shipping in 
the parts. This was 25 years ago. Then they passed a law you could 
not ship in the parts. 

A fellow came around to see me and said, “I wanted to give you the 
idea of the Canadian Government with respect to these cream separa- 
tors, we don’t want them in here on any basis of any kind.” 

4 So it was pretty clear they were interested in protecting their in- 
ustry. 

What I am worried about here is that some of the people who are 
pretty highly connected in the Government feel that the watch indus- 
try in this country is essential to national defense. I believe it is cor- 
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rect that the Secretary of the Treasury, either by statute or by request, 
said so in the National Security Council. I presume, therefore, that 
as to whether or not the watch industry in this country with the rapid 
development of electronics and timing and so forth, is essential to na- 
tional defense is something that the Treasury Department would con- 
sider in analyzing this problem, would it not? 

Mr. Rose. Yes, sir. 

Senator Symrnewon, And, therefore, your opinion would not be a 
strictly technical interpretation of the statute, it would be a broader 
interpretation, for example, your apprehension with respect to our 
selling cotton on the world market, something of that character. The 
whole defense structure of the United States would be considered, 
would it not? 

Mr. Rose. Let me answer that this way, Senator: Your premise is 
quite right, that we have got to take into account the national defense 
in our administration of the Treasury. I think I illustrated the way 
[ think is the right way to do it in the related controversy about up 
jeweling. I don’t know whether that has come into evidence before 
this committee, but there we were faced with the development of a 
manufacturing method by the Swiss which in effect bridged the very 
big tariff gap between watches of 7 jewels and watches of more than 
17 jewels, that seven and a half dollar gap, by manufacturing them 
so that they would come in with less than 17 jewels, but so constructed 
that additional jewels could be added after a got into this country. 

And then they would be advertised as 21-jewel watches. We issued 
a ruling in the Treasury which we thought was a correct interpreta- 
tion of the law which prevented that with respect to watches which 
were designed for upjeweling and contained substitutes for jewels. 

Then the ingenuity of manufacturers outran us and a devise was 
submitted to us which permitted the substitution of a jewel, but did 
not contain a substitute for a jewel. 

At that point we called together the group representing the inter- 
ested departments, laid the situation before them, and were author- 
ized on their behalf to advocate legislation which would amend this 
provision of the tariff so as to prevent this thing that had developed. 

Now, I can see that is what we have to do with this situation. I 
think we are really acting inappropriately if we allow our ideas of 
desirable policy from time to time to affect our interpretation of the 
act. I feel that way about the income tax. I feel the same way about 
the customs law because different people have different ideas of policy 
and if the people who have to deal with the law are subject to that, I 
think that you have created an uncertainty that it is just bad legal 
administration. 

I think the problem is for us in the Treasury to administer the law 
as nearly as we can the way it is written; if it conflicts in its rules with 
our idea of what the policy should be, to bring that to the attention 
of the Congress so that the law can be changed to produce the proper 
result rather than try to go do that ourselves by administrative 
discretion. 

That, I think, is the essence of the problem we are facing here. 
Here we have a ruling that has been on the books for 15 years. t agree 
there are arguments pro and con, but I think in the interest of certain 
administrations of the law there have to be very strong arguments in 
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order to produce reversal of the interpretation which has been that 
long. 


Senator Erwin. I wish you would sell that idea to the Supreme 
Court of the United States. 

Senator Symineton. I would like the record to show that Mr. Rose 
and I came in the Government about the same time. He was in 
contract termination and I was surplus property. I am surprised 
either of us are still here. 

As far as I am concerned, he is a fine public servant. I have been 
trying to follow this situation. I hope we can do everything we can 
from the standpoint of national security, regardless of the technical 
aspects of the law, to preserve the watch industry in the United States, 
I do not feel we will get much help from the Swiss, or anybody else. 

The Cuarmman. May I ask one question. 

You have been giving pretty close study to this matter, I am sure, 
at least since this committee began its investigation, and for a long 
time prior thereto. 

Mr. Rose. Yes, sir. 

The CaarrmMan. From your study of it, do you feel that American 
industry is not now being adequately protected by this law as now 
interpreted and enforced { 

Mr. Ross. Mr. Chairman, that question is in effect what the tariff 
os watches should be. I don’t think that I know enough to know 
that. 

The Cuairman. I will put it this way, then: Have you observed any 
adverse effect on the American industry by reason of the present 
situation, what has prevailed in the past 25 years? 

Mr. Rosg. I cannot speak with sufficiently accurate knowledge of 
the condition of the companies comprising the domestic industry 
both as to their general business and their watch business, to give an 
informed answer to that. 

The Cuairman. I am speaking of the watch industry. 

Mr. Rosr. Of course, as you know, these companies—— 

The Cuarmman. They import? 

Mr. Rose. And they also manufacture other things than watches. 

The Cuarrman. I am speaking to watches. Let us confine it to 
watches. 

Mr. Roser. I am not trying to dodge an answer to your question. I 
have not studied the condition of the domestic watch business, the 
financial condition and its total position to an extent which would 
permit me to give an informed answer to that question. 

The Cuamman. You have made no study as to the impact which this 
interpretation and the law, assuming you are interpreting it correctly, 
the impact the law is having upon the industry, the watch industry, 
watch manufacturing industry im this country ¢ 

Mr. Rosr. You mean the impact of that adjustment question ? 

The Cuarrman. Of that antmae question as related to existing 
law, your interpretation of it and enforcement of it. 

Mr. Roser. I cannot say that I made a study of the domestic industry 
to answer your question whether this has had an adverse impact on the 
domestic industry. I can say this, sir: that I think that the uncer- 
tainty that has surrounded this question has had an adverse effect. 

The Cuamman. Would you say that the condition that has brought 
about, assuming it may be attributed to the issue before us, the condi- 
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tion that has brought about in the last 20 years a reduction from 52 
percent of the market in this country by American manufacturers 
down to 18 percent, would be such an impact as to alert us to a study 
of the problem ? 

Mr. Rose. Yes, sir. 

The CrHarrman. I do not know whether it is incumbent upon the 
Treasury Department to study it, but I should think so because it is 
concerned with revenues at least and I am sure it ought to be concerned 
with the protection of American industry. 

Mr. Rose. We are I think not the primary recommending authority 
in that field, sir. 

The Cuatrman. I think that is true, but you should be a supporting 
authority, at least. 

Mr. Rosg. I think that is correct, sir. 

The Carman. And this, I think, gives us all some concern and 
particularly so when we undertake to relate that to national defense. 
And I want to say that I do not know that I clearly understand all 
of this yet. It calls for further study on my part, but I do believe 
that enough has been developed in these hearings to alert us to the 
need for complete review of this whole problem and try to come up 
with some recommendations or some action that will alleviate the 
situation. 

Senator Symineron. You have the same interest in collecting taxes 
from the Swiss watch makers as you do from individuals in this 
country, do you not? 

Mr. Rose. Yes, sir; you mean from the import of watches in this 
country ? 

Senator Symrneton. Yes. 

Mr. Ross. Yes, sir. 

Senator Symrnaton. You know, I am sure you do, that we were 
caught so short in the chemical situation in World War I that at one 
time it was a very critical matter. You will also agree with me that the 
timing or computing devices today in war are about as important as 
anything else. 

Mr. Rosz. Yes. 

Senator Symineron. When the chairman brings up the fact that the 
industry has dropped from 52 to 18 and is still going down, and when 
people with military experience state that the type and character of 
mechanical ability which is only characteristic of the watch indust 
is essential to the future security of the United States, do you not thin 
it is more than just a technical interpretation of the tariff law? 

Mr. Roser. I think the objective is certainly beyond that. I cer- 
tainly agree with the recommendation of the report which was the 
basis for the tariff increase that the preservation of the necessary level 
of skills in that industry is essential. 

Senator Symineton. Aside from the question of defense, even from 
the technical standpoint, would it be fair to say that the Treasury 
Department is looking for reasons not to collect on these watches as 
against looking for reasons to collect 

Mr. Rose. No, sir. 

Senator Symineron. You have great pressure from two sides, you 
have pressure from the people who want to continue to build watches 
in this country and you have pressure from Americans who make 
their living from importing the watches. You feel that your decision 
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in this matter is entirely aside from any pressure from either side 
and that the Treasury Department today can tell the committee that 
its decision with respect to this great drop in the collection and so 
forth is entirely apart from any pressures? 

Mr. Rose. Since I have been there, Senator, I have tried to adminis- 
ter that customs law in that way, that we were going to decide ques- 
tions as nearly as we could tell the way a court would decide them if 
they got there, and they all can get there, and then come to you gentle- 
men when we saw the results were not what we thought they ought to 
be. 

Senator Symineton. One further question. The chairman and com- 
mittee and the staff have put a great deal of time in on this matter. 
I believe you said you thought it was constructive. Is that correct? 

Mr. Rose. I said that at the outset. This has been a very difficult 
question because of the fact that so much of the problem in here is 
in what the Swiss do. I think that as a result of the inquiries that 
have been made here we get better information on that subject than 
we have ever had and we are in a much better position to make an ap- 
propriate determination both regarding our present enforcement 
problems and regarding recommendations to you as to what the 
statute ought to be. 

Senator Symineton. Now, one final question. I told you of my 
actual experience with the Canadian Government. I have had a good 
deal of dealings with the Canadians and they always seem to be able 
to take care of themselves. 

In fact, at times I always thought they were primarily interested in 
a fair advantage. But is there any aspect of this situation—certainly 
the Swiss are going to try at all times to get around the tariff law. 
That is obvious and that is what anybody else would do. 

How do you approach it? Do you approach it from the Canadian 
aspect as I presented it to you on that cream separator experience, or 
do you simply say if they are smart enough to get around the tech- 
nical aspects of this situation we are not going to collect the tariffs! 
I think you understand the question. 

Mr. Roser. I would like to cite what I did in connection with the 
up-jeweling situation is the way I think we ought to proceed. We 
ought to try to enforce as impartially as we can the law as it stands. 
If we find things as a result of that enforcement which we don’t 
think appropriate, we should bring them to you for changes in the law. 

re deuhanmeent Have you drafted any suggested changes in 
the law? 

Mr. Rose. Weare not that far. 

Senator Symineron. Do you think you will ? 

Mr. Roser. I think so. 

The Cratrman. I understand now you sent a commission over to 
Switzerland to study this matter? 

Mr. Rosg. Yes, sir. 

The CHarrman. They assembled a great deal of facts and infor- 
mation. They have not yet, however, arrived at any conclusion on 
those facts, any fixed conclusion ? 

Mr. Rose. It is for the Customs Bureau initially and for us in the 
Treasury ultimately to arrive at the conclusion. They have submitted 
their report on the fact which is the job we gave them. 

The Cuamman. Which report you are now examining ? 
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Mr. Rose. Yes, sir. 

The Cuarrman. What I am trying to ascertain is, then you will 
on the basis of those facts and their report, undertake to come to some 
conclusion ¢ 

Mr. Ross. Yes, sir. 

The Cuarrman. How soon do you anticipate you will be able to 
do that ¢ 

Mr. Rose. I believe that the customs will come up with its conclu- 
sions to me for discussion with me within the next week or 10 days, or 
2 weeks. 

The Cuatrman. Then can we reasonably anticipate that you will 
be in a position to come to a conelusion about it within the next 30 
to 60 days? 

Mr. Rose. Yes, sir. 

The Cuatrman. At that time, then, will you give this committee 
the written report in further implementation of the testimony you 
have given of what conclusions you have arrived at and what recom- 
mendations you would make ? 

Mr. Rose. The Treasury will be glad to do that, sir. 

The Cuatrman. What I am trying to do is find a way to close these 
hearings. Since you say you are not ready, I want to close them 
except awaiting your report. 

Mr. Ross. Right. We will be glad to do that, sir. 

Senator Benprer. Mr. Chairman, I have listened very attentively 
to the Secretary’s testimony. As I understand it, he has told us that 
he sent a commission there to explore this matter, but that you are 
making no recommendation as of today as to what action you are 
asking this committee or Congress to take. That is, you do not know 
at the moment just what recommendation you will make. 

Mr. Rosr. That is correct, Senator. 

Senator Benprr. Now, you have indicated that the conditions in the 
watch industry are from a technical standpoint, a mechanical stand- 
point, that is the condition of manufacture and the whole industry 
are wholly different than they were, say, 30 years ago. Certain new 
materials have come in and as a result of their being used, why, pos- 
sibly some of these things are not essential. 

Mr. Roser. I think, and Congress has recognized it in other connec- 
tions, we are increasingly troubled with the obsolescence of the act by 
reason of the fact it is 25 years old and I think the watch paragraph 
is an illustration of it. 

Senator Brenprer. In your exploration of this in Switzerland, are 
you convicted that there is a deliberate evasion of the provisions of the 
law and that there was some finagling going on in connection with the 
watch industry in Switzerland in attempting to get around the pay- 
ment of this tariff / 

Mr. Rost. The answer I make to that, Senator, is this: there was 
some evidence before this committee of deliberate evasion. We were 
very much concerned about that. This commission study would in- 
dicate to me that that was not of significant importance. It was old, 
not being continued, and not a significantly important thing. 

I think there is an area which I rather characterize as a difference of 
opinion area where we might call certain of the postassembly manip- 
ulation adjustments which they don’t call adjustment and that is the 
area where our immediate action will be taken. 
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Senator Benprer. The legend, or the word “unadjusted” is that a 
correct statement on the part of the Swiss watch industry when they 
use that term on a watch that they ship in here? Has it been adjusted, 
or do you know? 

Mr. Rose. I would say in broad areas they are correctly marked. In 
other areas there is doubt in my mind whether what they are doing 
would constitute adjustment and whether we should not change our 
enforcement procedure to require these watches to be marked and to 
pay duty. That is what Customs is primarily studying. 

Senator Benner. This Customs man you had with you on this mis- 
sion was he a career man ? 

Mr. Rosr. I did not go personally. 

Senator Benper. I am not talking about you. I am talking about 
the expert from the Customs. 

Mr. Rose. There were two people from Customs. One is assistant 
chief of classification section. He isa career man. 

The other was the head appraiser of the watch division of Customs 
in New York. Heisalsoa career man. 

The Bureau of Standards man, I think is also—I am not sure as 
to him. 

The fourth member was my assistant. 

Senator Benper. These three men who were on that mission were 
conversant with this industry over a period of time? 

Mr. Rose. Yes. 

Senator Benper. And were sufficiently expert to detect any attempt 
on the part of the industry there to evade or to deceive ? 

Mr. x. They were the best we could find. My belief is that they 
were qualified to do that. 

Senator Benper. That is all. 

The Cuarrman. Are there any further questions? 

Thank you very much, Mr. Secretary. We will look forward to 
that report. I hope you will keep us advised about when we may 
expect it. 

The hearings are closed on this particular subject inquiry, subject 
to receiving your report. 

(Present: Senators McClellan (chairman), Ervin, Symington, and 
Bender). 

(Thereupon, at 5: 10 p. m., the hearing was concluded.) 

(The Treasury Department submitted the following as its report :) 


PROPOSED RULE MAKING 
DEPARTMENT OF THE TREASURY 
BUREAU OF CUSTOMS 
[19 CFR Part 8] 

INVOICES OF WATCHES AND WATCH MOVEMENTS 


NOTICE OF PROPOSED RULE MAKING 
Fesruary 3, 1956. 
Paragraph 367 (a), Tariff Act of 1930 (19 U. S. C. 1001, 367 (a) ), provides that 
imported watch movements, and time-keeping, time-indicating, or time-measuring 
devices, instruments, and mechanisms shall be subject to an additional duty of 
$1 (50 cents, as modified) for each adjustment of whatever kind (treating 
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adjustment to temperature as two adjustments) in accordance with the marking. 

In a decision dated November 5, 1940, an abstract of which was published as 
Treasury Decision 50277 (3), the Bureau of Customs held that watch movements 
and other mechanisms, devices, and instruments provided for in paragraph 367 

(a) are properly marked “unadjusted” under paragraph 367 (b) if they have not 
been specially manipulated otherwise than by ordinary assembly, to produce 
one or more of the following results: (a) Temperature adjustment, (b) iso- 
chronal adjustment, or (c) position adjustment. 

Owing to recent representations, this decision has been extensively reviewed 
in the light of all pertinent considerations. The Bureau has concluded that no 
change should be made therein, but that the following clarification of the meaning 
of the term position adjustment would be helpful. 

Position adjustment, however accomplished, results in correlation between the 
rates of timekeeping in the various positions to meet tolerances. Accordingly, a 
watch movement, mechanism, device, or other instrument which, after assembly, 
has been tested in two or more positions and manipulated in any manner in order 
to eliminate or reduce to prescribed limits the observed difference in rates between 
any of the various positions in which tested shall be considered as adjusted to 
position. The number of adjustments shall equal the number of positions in 
which the movement was so tested. 

The process of timing and regulation is not considered as adjustment within 
the meaning of paragraph 367 of the tariff act. That process results in making 
the movement run faster or slower to substantially the same degree in each and 
every position and does not result in any modification of any difference between 
rates in the individual positions. 

Notice is hereby given that, in order to facilitate the determination as to 
whether imported watch movements or other mechanisms, devices, or instruments 
provided for in paragraph 367 (a) of the Tariff Act of 1930 have been specially 
manipulated after assembly to produce an adjustment or adjustments within the 
meaning of paragraphs 367 (a) and 367 (b) of the act and T. D. 50277 (3), it is 
proposed to require under the authority of section 481 (a) (10), Tariff Act of 
1930 (19 U. S. C., 1481 (a) (10) ), that, unless the Commissioner determines that 
with respect to any particular importations the purposes of this requirement have 
been otherwise satisfied, in addition to all other information required by law or 
regulations, customs invoices for such watch movements, mechanisms, devices, or 
instruments shall contain on a separate sheet to be attached to and constitute a 
part of the invoice the following information: 

(A) The commercial description (ebauche calibre number and ligne size) and 
style of each class of watch movement, mechanism, device, or instrument covered 
by the invoice. 

(B) The name of the manufacturer or assembler of the exported articles, and 
also the name of the supplier when the manufacturer or assembler is not the 
supplier. 

(C) In the ease of watch movements, the distinguishing marks (symbols) with 
which the watch movements are marked pursuant to the declaration annexed to 
the Swiss Trade Agreement. 

(D) The following questions are to be answered and the indicated information 
furnished as to each watch movement, timekeeping mechanism, device, or instru- 
ment: 

(1) After the complete movement was first assembled: 

(a) Was it tested or observed for uniformity in rate as the mainspring runs 
down? 

(b) Was it tested at different observed temperatures? 

(c) In how many positions was it tested? 

(d) Were corrections made to eliminate or reduce the differences in rates 
revealed by the tests in (a) (b) and (ce)? If so, specify. 

(e) If corrections were made, as referred to in (d), did they result in eliminat- 
ing or reducing the differences in rates? Specify. 

(2) Omitting, if desired, matters already set out in (1), immediately above, 
give detailed description of every operation, process, manipulation or test (exclu- 
sive of those relating solely to packing and shipping) performed on or with respect 
to each watch movement, timekeeping mechanism, device, or instrument after it 
was first assembled and began to run. 

It is proposed to amend § 8.13 (h)}, Customs Regulations, to provide for oe 
furnishing of additional information as set forth above. 


74602—56——13 
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Prior to final adoption of such invoice requirements, consideration will be given 
to any relevant data, views, or arguments pertaining thereto which are submitted 
in writing, in duplicate, to the Commissioner of Customs, Washington 25, D. C., 
not later than 30 days from the date of publication of this notice. No hearings 
will be held. 


[SEAL] RALPH KELLY, 
Commissioner of Customs. 


[F. R. Doc. 56-977 ; Filed, Feb. 3, 1956; 4: 00 p. m.] 


APPENDIX 


Exnuisit No. 1 


EBERHARD & Co., 
La Chauz-de-Fonds, Switzerland, November $8, 1948. 
To THe Unitep States TIME CORPORATION, 
830 Fifth Avenue, New York, N. Y., U. 8. A. 
(To the attention of Mr. Pierre Godart, Director of Sales.) 

GENTLEMEN: With reference to the kind visit Mr. P. Godart, your director of 
sales, paid us yesterday and for which we wish to reiterate our very best thanks, 
we hope Mr. P. Godart already returned in New York after a good home voyage. 

We beg to confirm that we have made a good note of Mr. P. Godart’s instructions 
and we now await the favour of your kind enquiries and orders. 

By way of information we desire to emphasize the fact that for over 60 years 
we are specialisinz in the manufacture of very high-grade watches, with lever, 
fully jeweled (mostly 1/jls) movements, adjusted to positions and temperatures, 
though marked “unadjusted,” when required, housed in strong and stylish cases. 
Thanks to their undoubted quality throughout, precision and elegance, our 
watches are ranking foremost amongst the best products of the Swiss watch 
industry. 

Moreover, we may add that we exclusively use genuine Al watch materials 
for manufacturing our movements and our workmanship is indeed the most 
skillful. Therefore our watches are built up to a standard and in their inbuilt 
quality really talks. 

The same remarks apply also to the dials of the very first quality. Our quota- 
tions will have to be understood for the usual normal dials, but should you want 
at any time dials with real gold figures, the latters will be charged extra at own 
cost. 

Of course genuine spare parts for our own moves are always obtainable when 
required and that is a perfect service to consumers by dealers featuring our make 
and paramount to the good reputation of our make. 

Awaiting the pleasure of your early good news and trusting that we shall soon 
get into a close and lively connection for our mutual satisfaction, we beg to 
‘remain, dear sirs, 

Very truly yours, 
EBERHARD. 


Exursit No. 10 
(T. D. 50277) 
ABSTRACTS OF UNPUBLISHED DECISIONS 
SumMaky OF UNPUBLISHED CusSTOMS DECISIONS 


TREASURY DEPARTMENT, 
OFFICE OF THE COMMISSIONER OF CUSTOMS, 
Washington, D. C., November 25, 1940. 
To Collectors of Customs and Others Concerned: 
The following abstracts of customs decisions are published for the information 
of collectors of customs and others concerned. 
By direction of the Commissioner : 
(133.121) 
G. H. GRIFFITH, 
Acting Deputy Commissioner of Customs. 
* ’ . ® 
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MISCELLANEOUS 


(3) Watch movements and timekeeping devices.—Watch movements and other 
mechanisms, devices, and instruments provided for in paragraph 367 (a) are 
properly marked “unadjusted” under paragraph 367 (b) if they have not been 
specifically manipulated, otherwise than by ordinary assembly, to produce one 
or more of the following results: (a) temperature adjustment, (b) isochronal 
adjustment, or (c) position adjustment. Bureau letter to collector of customs, 
New York, N. Y., dated November 5, 1940 (426.843). 


Exurstit No. 11 


TREASURY DEPARTMENT, 
BUREAU OF CUSTOMS, 


New York, N. Y., December 29, 1949. 
BARNES, RICHARDSON AND COLBURN, 


2 Rector Strect, 
New York 6, N. Y. 
(Attention Mr. James F. Donnelly.) 


Sms: Pursuant to conversation had with Mr. Donnelly of your firm, I am 
enclosing herewith copy of a memorandum to me from Deputy Collectors Fish- 
man and Lefkowits regarding your application, on behalf of the American manu- 
facturers, that consideration be given the determination that imported watch 
movements are adjusted to temperature within the meaning of paragraph 367, 
Tariff Act of 1930. 

Very truly yours, 
Harry M, Durnine, Collector. 


MEMORANDUM FOR THE COLLECTOR 


RE APPLICATION OF BARNES, RICHARDSON, AND COLBURN ON BEHALF OF THE AMERICAN 
MANUFACTURERS REQUESTING CONSIDERATION BE GIVEN THE DETERMINATION THAT 
IMPORTED WATCH MOVEMENTS ARE ADJUSTED TO TEMPERATURE WITHIN THE MEAN- 
ING OF PARAGRAPH 367, TARIFF ACT OF 1930 

DECEMBER 21, 1948. 

This matter has been carefully considered by the appraiser and the under- 
signed and we are agreed in our recommendation to you that no change be made 
in the existing practice. 

The applicant bases his contention that imported watch movements are ad- 
justed to temperature’on the following general premise: 

That the term, “adjusted to temperature,” relates to a condition or standard 
of performance however obtained. 

Therefore, since watches are presently manufactured with a prefabricated nickel- 

steel alloy hairspring combined with monometallic balance wheel, they are tem- 

perature adjusted. An attempt is made to substantiate this contention by sub- 
mitting several citations of customs cases, as well as affidavits executed by 
experts in the Elgin National Watch Co., Hamilton Watch Co., and the Waltham 

Watch Co. 

Our views are predicated on the premise that the expression, “adjusted to 
temperature,” refers to a process of testing and manipulation applied to the 
watch movement subsequent to the completion of its assembly. We base our 
views on rulings by the Bureau of Customs and by the Customs Court and Court 
of Customs and Patent Appeals (T. D. 50277/3, T. D. 48029). These opinions 
generally hold that the markings which appear on imported watch movements, 
in compliance with the requirements of paragraph 367, furnish prima facie evi- 
dence of the existence or absence of adjustments. The applicant’s view is that 
such prima facie evidence is obtained from a consideration of the materials out 
of which the watch movements are made, and contends that the result is the same 
as if such temperature adjustments were secured by manipulation of the finished 
watch movement. 

Mr. Donnelly is anxious to have your decision in the matter. 


. Deputy Collector. 
——, Deputy Collector. 
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ExuisttT No. 17 
{From H. I. A. Journal, December 1948] 


POSITION ADJUSTMENT 
(By Howard L. Beehler) 


The term “adjusting” originally came into use in factories and among special- 
ized groups of watchmakers over 50 years ago, when many of the newer theories 
of watch design were being tested. 

One need only read through the works of Grossman, Saunier, Brittian, and the 
earlier reports of the Kew and Neuchatel Observatories and National Bureau of 
Standards to realize that maker after maker presented timepieces of considerable 
accuracy, all in the effort to prove that their design of gear trains, escapement, 
and timekeeping unit was superior to that of all other makers. 

A great amount of work went into the preparation of large-size pocket watches, 
Jewels were carefully selected, all train pivots were examined with a microscope, 
and the escapements were matched as perfect as it was humanly possible. The 
balance wheel and hairspring came in for a major share of consideration. 

Test after test was made before submitting any watch to an observatory for an 
examination. This called for special treatment of balance pivots, hairsprings 
were carefully trued, leveled, and centered, all overcoils required relaying, and 
additional treatment from the original form decided upon. The poise of the 
balance wheel came in for its share of consideration. The man or men who were 
entrusted with this delicate and important work were masters of the various 
skills and knowledges required to make a watch perform with great accuracy. 

The term “adjuster” came into common usage to define this work. The prestige 
which surrounds an adjusted watch was soon recognized by enterprising manu- 
facturers. Advertising men soon began to capitalize upon this accomplishment. 
Observatory certificates as well as World’s Fair and grand-prize awards were 
constantly worked for by many watch factories. 

This led in America to the various slogans, such as “The Watch of Railroad 
Accuracy,” The Genius of Waltham,” “Adjusted to Isochronism and Five Posi- 
tions.” Certain Swiss watch companies also followed this line of publicity with 
their claims of “eight adjustments,” “The Most Honored Watch in the World,” 
ete. The basic thought behind this publicity was the so-called adjusted watch. 
Carefully worded advertising conveyed the impression that all watches bearing 
such descriptive markings were specially hand constructed pieces, all capable 
of performing within observatory tolerances. Much of this advertising was in 
a sense very misleading, and some of it absolutely untrue. 

It was made possible by the design of a model capable of good performance, 
when the parts were-properly produced and assembled. The average rate of 80 
out of every 100 of the so-called adjusted watches would fall well within certain 
tolerances established by the maker, a tolerance most always far in excess of 
even the class C ratings set by such observatories as Kew, Neuchatel, and the 
National Bureau of Standards. The 20 out of each 100 watches were then turned 
over to an adjuster, who was trained to observe the rate of each individual watch, 
and to examine the conditions of motion, pivots, hairspring, regulator pins, and 
by small corrections to any of these items, cause the watch to pass the prescribed 
test, within the required tolerances. Here then was the background for all of 
the misunderstanding which now surrounds the present controversy relative 
to adjusted watches. 

In my opinion, there are very few wrist watches sold to the American consumer 
which even measure up to the ideal which was originally established relative to 
an adjusted watch. 

Thirty-five years ago, adjusting had some meaning because it was closely 
associated with and was applicable to the following testing procedures: 

In the days of the bimetallic balance wheel (brass and steel fused together), it 
was common practice to check the rate of all medium and high-grade watches at 
2 and sometimes 3 temperatures, 41°, 72°, and 95° F. All watches which failed 
to run within the tolerances established were “adjusted.” This so-called tem- 
perature adjustment consisted of moving balance screws toward the cut or away 
from it. 

With the development of Elinvar by Charles Edward Guellaume and the sub- 
Sequent development of Nevoroux, this operation of temperature adjustment 
is no longer necessary. 
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ISOCHRONAL ADJUSTMENTS 


The aim of a good hairspring man either in the capacity of a designer or a 
practical workman, is to form an overcoil of such a shape, so that a regular 
torque will be exerted on the balance staff, regardless of the amplitude of the 
balance wheel’s swing. Or, in similar words, it is the desire to select a 
hairspring of such a width, thickness, and length that will cause a balance wheel 
to vibrate some given number of times (usually five times per second), and to 
form an overcoil in such a manner as to cause the time of the balance wheel 
swing to be the same in the high as in the low ares of motion. 

The so-called adjustments associated with isochronism consisted of re-laying 
the overcoils so that the rate in the high as well as the low arcs of motion were 
within the tolerance set for any particular grade of a watch. 

With the development of new alloys and extensive studies in the proper shape 
of an overcoil, it is now possible to design watches so that isochronal rates meet 
quite close tolerances. Therefore, isochronal adjustments have been practically 
obsolete for 35 years. 


POSITION ADJUSTMENTS 


Position adjustments, or more correctly speaking, position testing, has refer- 
ence to the daily rates which exceed the given tolerances allowed between any 
two or more positions, in which watches are usually tested. 

Five positions in which most pocket watches are tested: Horizontal, dial up; 
horizontal, dial down; vertical, pendant up; vertical, pendant right; vertical, 
pendant left. A sixth position is sometime added, vertical, pendant down. 

Two positions in which most wrist watches are tested; horizontal, dial up; 
vertical, pendant down. 


CORRECT DESIGN AND ASSEMBLY PROCEDURES 


The timekeeping errors which actually exist in even the most carefully 
assembled and finished watches, show how the lack of care and thoroughness 
in the repair, assembly, and finishing will affect the rate of a watch. 

If the following conditions could be obtained, it is reasonable to suppose that 
the balance wheel will vibrate the correct number of times per second, and the 
watch will record accurate time: 

First. That the mainspring, train, winding, setting, and escapement units 
are correctly designed and properly assembled. 

Second. That energy is imparted to the jewel pin (roller jewel) in a regular 
and continuous manner. 

Third. That the balance pivots are correctly shaped and properly fitted to the 
jewels. 

Fourth. That the motion of the balance wheel is correct for conditions of fully 
wound and at 24-hour rundown. 

Fifth. That the balance wheel is trued and poised. 

Sixth. That the hairspring has been colleted, trued, vibrated, and overcoiled 
correctly, so that good isochronal rates will be obtained. 

Seventh. That the overcoil is circled. 

Highth. That the overcoil vibrates equally between regulator pins, which have 
been properly closed. 

Ninth. That the hairspring is leveled and centered. 

Tenth. That with a monometallic balance wheel, the elasticity of the hairspring 
remains constant during temperature changes. 

Eleventh. That the entire balance and hairspring is not permanently affected 
by magnetism. 

A careful examination and study of these conditions will show how lack of 
perfection in the production, repair, and assembly will affect the rate of a watch. 


HOW THE ESCAPEMENT FUNCTIONS 


When energy is stored in the mainspring, by winding, the train wheels begin 
to turn. This energy is carried from the barrel through the center, third, 
and fourth wheels to the escape wheel, turning the escape wheel in the direction 
of the arrow shown in figure 1. 

Considering the escapement as a unit, it can be seen that the escape wheel 
supplies the power, whereas the pallet transfers the rotary motion of the escape 
wheel into a back and forth motion of the pallet. 
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The pallet in turn imparts motion to the jewel pin (roller jewel) which causes 
a vibrating motion of the balance wheel. 

The following subjects will be studied separately, so as to develop the ability 
to consider how one error can superimpose itself over another, thereby adding 
the effects of both, or to cancel them out: 

1. Timing. 

2. Isochronal rates. 

8. Effect of regulator pins on: (@) Isochronal rates; (6) position rates. 
4. Position rates (poise error). 

5. Temperature rates. 

Great care and consideration must be given: 

First. To the production of accurate parts. 

Second. To careful and accurate assembly of these parts. From this it follows 
logically that if excessive timing errors develop, they are the result of poorly 
made and improperly assembled parts. 

The correction of these time errors is distinctly a repair operation and cannot 
be classified in the category of adjustments. 

The entire concept of adjusting and an adjusted watch deals with a phase 
of watchwork completely separated from the production of Bulova wrist watches. 

The real facts of the case are, that the word “adjusting” has taken on a halo 
over the past 35 to 40 years, which is out of proportion to its value. 

Lectures have been given and books written on: 

Temperature adjustments; 

The shape of the overcoil and its effect on isochronal rates; 

The effect of the escapement and poise of the balance wheel on position 
rates; 

How to manipulate the regulator pins and alter the pinning point, and 
even how to properly needle the hairspring so as to obtain perfect isochronal 
and position rates. 

Much of the information contained in the books written and the lectures given 
on the subject of adjusting are reasonably true and accurate, they reveal the 
history of watch research, experiment, and development over the past 50 to 60 
years. The real value of all of this information is to the watch designer and 
modelmaker. 

The policy of the Bulova Watch Co. relative to the problem of adjusting, as 
reflected by their watch designers, has been to design and produce a watch which, 
when properly assembled—or repaired—will perform well within the require- 
ments established by daily use. 

The watchmakers societies and guilds throughout the country are organized 
for the special purpose of advancing the status of the watchmaker. The plans 
for advancement usually are laid around the following points: 

1. Increased abiiity—through education. Development of skill and know)- 
edge. 

2. Increased respect through certification. 

3. Increased control through State legislation. 

In this group here tonight there are many fine watchmakers, men who have 
learned that when a watch is properly repaired and all parts from the barrel 
to the balance wheel are assembled correctly, the watch will run well and keep 
excellent time. They are not lured away from the basic fundamentals of their 
training by the magic word, “adjusting,” into believing that tricks will supplant 
quality workmanship. 

And in this respect it has been the policy of the Bulova School of Watchmaking, 
that if a man is trained in the proper skills and knowledges pertaining directly 
to the proper repair and assembly of watches, he will emerge as a high-class 
workman, competent to restore any watch to a satisfactory running condition. 

Therefore increased ability through education can begin at two points: First, 
in our watchmaking schools, and second, among those watchmakers who have 
not yet mastered the art of balance and hairspring work, jewel setting and staff 
making, and judgment, which comes through experience and training. 

And to sum up—I suggest that all watchmakers societies and guilds through- 
out the country should provide benches where such basic skills as jeweling, 
staff and stem making, fitting balance staffs, poising, escapement matching, hair- 
spring colleting, truing, vibrating and overcoiling, as well as cleaning and assem- 
bly operations could be carried on, under the supervision of competent watcb- 
makers. 
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Adjusting in the past consisted of methods established by certain principles 
of watch construction, which were necessary to deliver a satisfactory product to 
the consumer. 

The present concept of adjusting should be associated with the basic funda- 
mentals of repairing. Master these fundamentals and adjusting will not be 
necessary. 

Once these basic skills have been mastered, the magic of adjusting will dis- 
appear, and the sound principles of watchmaking will take its place. 


Exursit No. 18 


Ocrorer 4, 1948. 
Mr. Howarp BEEHLER, 


Chebeague Island, Maine. 


DeAR Mr. BEEHLER: The question has come up in regard to the meaning of 
the term, “Adjusted” on a watch, as a classification for watches in the 1930 
Tariff Act. 

The Hamilton Watch Co, assisted and undoubtedly participated in the word- 
ing of the paragraph, along with the other 2 or 3 American watch manufacturers, 
in establishing a $1 tax for each adjustment. I know this term “adjustment” 
refers to as many as 7 adjustments, which includes “heat” and “cold.” 

At that time you were employed by the Hamilton Watch Co. and were in charge 
of timing. Would you please write me briefly your experience and knowledge 
of this subject. 


Sincerely, 


CHEBEAGUE ISLAND, Marne, October 8, 1948. 


Mr. A. BULOvA, 
Bulova Watch Co., New York 20, N. Y. 


DEAR Mr. BuLova: In answer to your letter in regard to a watch marked 
and classified “adjusted,” I wish to make the following statement : 

At the time the tariff rates for adjustments were discussed for the 1930 
‘Tariff Act, I was assistant research director of the Hamilton Watch Co., as 
well as the president of the Horological Institute of America. I have been a 
watchmaker my entire life, have specialized in timing, and am considered an 
authority on adjustments required for precision timing. 

A watch consists of the “body” known as the plates and bridges. This body 
contains the mainspring barrel, trainwheels, and escapement. The escapement 
consists of the balance wheel, pallet, escape wheel, and their component parts. 
It is assumed that all parts of a watch are manufactured to close tolerances, 
otherwise they could not be assembled and timed. This applies to low-price 
watches, as well as to fine jeweled watches. 

A fine jeweled watch, after assembling, should time from 15 seconds to 3 
minutes a day. If it is a cheap watch, such as that of the Ingersoll construc- 
tion, it ought to time from 3 minutes to 10 minutes a day. 

Any of these watches can be timed, but this has nothing to do with adjust- 
ments, as understood from the point of fine watchmaking. 

The term “adjusted,” as known in the horological profession, applies to the 
work done to a watch after it is assembled. When a watch is stamped, “seven 
adjustments,” it means that it has been timed and adjusted in all positions, 
as well as “heat” and “cold,” and does not vary between positions more than 
the 15 seconds a day, and will not vary more than 6 seconds a day between 
40 and 95° F. 

To accomplish this classification of adjustment, a watchmaker may have to do 
the following: 

A. Retouch or repolish the pivots of the balance staff, escape wheel, and pallet 
staff. 

B. Adjust the depthing pallet stones. 

C. Perfect the poising of the balance wheel. 

D. True and center the hairspring. 

E. Carefully oil all moving parts to exact amount required, no more or no 
less. 

Only if this work is expertly done by a first-class watchmaker can a watch be 
classified as “adjusted.” 
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In the past 20 years new alloys have been developed for hairsprings which 
may facilitate adjusting of a watch, but it is ridiculous to suppose that a watch 
that comes off the assembly for ordinary timing can be considered “adjusted.” 

Sincerely yours, 
Howakrp A, BEEHLER, 


Butova Watcs Co., 
New York, N. Y., October 22, 1948. 
Mr. JAMES W. Bevans, Counsel, 
American Watch Assemblers’ Association, Inc., 
2 Broadway, New York 4, N.Y. 

Deak Mr. Bevans: What the word “adjusted” or “adjustment” means on a 
watch movement was explained by the American Manufacturers in framing the 
1930 Tariff Act. It definitely expresses the fine degree of timing accuracy of 
some 15 seconds a day, which is attained by work that is done on a movement 
after it is assembled. This applies to temperature adjustments as well as 
position adjustments. 

Any movement or watch, after it has been assembled, may time from 15 seconds 
to 5 minutes a day in temperature or positions ; but this is not the kind of timing 
that is defined in the language used by American Manufacturers for adjustment 
classification. 

After a watch or movement is assembled, there is quite some work to be done 
on it to attain timing accuracy in different positions, as well as in temperatures 
from 40° to 95° F. 

Enclosed is a letter from Mr. Howard Beehler in answer to my letter, copy of 
which is also enclosed. 

Very truly yours, 
A. Butova. 


Exursit No. 20 
UntrTep States Customs Court, SecoND DIVISION 
M. Scuusster & Co., PLAINTIFFS, v. THE UNITED STATES, DEFENDANT 


Port of San Francisco. Protest 160762—G-—31886—Watch movements containing 
17 jewels and adjusted to temperature. Decided June 10, 1929 


(Reversed. ) 

Frank L. Lawrence (Martin T. Baldwin, of counsel) for the plaintiffs. 

Charles D. Lawrence, Assistant Attorney General (Oscar Igstaedter, special 
attorney), for the United States. 

Before Fischer, Weller, and Tilson, Justices. 

Fiscuer, Chief Justice: Certain watch movements, assessed with duty at the 
rate of 45 percent ad valorem under paragraph 367 of the act of 1922 as parts 
ef watches, are claimed to be properly dutiable at the rate of $3.50 each under 
the provision in said paragraph for “watch movements * * * having 17 jewels and 
adjusted to temperature.” 

It is not disputed that these watch movements contain 17 jewels, the only 
question for determination being whether or not they are adjusted to temperature. 

The testimony, which is uncontradicted, fairly establishes this claim. Plain- 
tiffs’ witness stated that he has engaged in the watch business for 27 years; 
that it is part of his duties to inspect watches to ascertain whether or not they 
are adjusted to temperature; that the articles involved herein showed that the 
balance wheei consisted of two metals fused together which is the determining 
factor that the movements have been adjusted to temperature. 

On the established facts we hold the watch movements to be properly dutiable 
at the rate of $3.50 each under said paragraph 367 as containing 17 jewels and 
adjusted to temperature, as alleged by plaintiffs. 

The protest is therefore sustained and the decision of the collector reversed. 
Judgment order will issue accordingly. as 


Concurring. 
Entry 10966, herewith returned. 
LH 
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Exnuisit No. 21 
LEGAL MEMORANDUM 


POWER AND Duty OF TREASURY DEPARTMENT TO REQUIRE COLLECTION OF ADJUST- 
MENT Duties UNDER THE 1930 Act Upon IMPORTED WatTcCH MOVEMENTS AD- 
JUSTED FOR TEMPERATURE AND ISOCHRONISM 


The purpose of this memorandum is to show that the Treasury Department has 
both the power and the duty to collect, without delay, duties imposed on adjust- 
ments for temperature and isochronism by the Tariff Act of 1930. In particular, 
it is shown that most if not all imported jeweled lever watches are really 
adjusted although marked “unadjusted”; that such adjustments are primarily 
accomplished by special metals and methods of construction prior to final assem- 
bly, and were similarly accomplished in 1930 and before; and that the 1940 
ruling (T. D. 50277 (3)) represents, at least with respect to temperature and 
isochronism adjustments, an erroneous interpretation of the act and its legis- 
lative history. 

I. INTRODUCTORY BACKGROUND 


The watch tariff provisions in the 1930 act imposed a special duty of $1 

(reduced to 50 cents since 1936, under the Reciprocal Trade Agreement with 
Switzerland) upon “each adjustment of whatever kind,” and required a marking 
as to the number and class of adjustments, or if unadjusted the word “unad- 
usted.” 
: Starting shortly after passage of the act, virtually all imported watch move- 
ments—which for some years prior to 1930 had been coming in marked as having 
several adjustments—began to come in marked “unadjusted.” Under Customs 
Bureau practice, formalized by a Treasury ruling in 1940, this marking was ruled 
to be proper so long as the movements were not specially manipulated after 
final assembly to achieve adjustment. As a result, virtually no adjustment duties 
have been collected since 1930. 

In actual fact, however, most if not all jeweled lever watches, both imported 
and domestic, are really “adjusted” and are so marked when sent to countries 
other than the United States—that is, they have been so made as to achieve 
reduction or elimination of errors in rate due to temperature, isochronal, and 
position variations. This is what watchmakers mean by the term adjusted, 
both here and abroad.* 

The remainder of this memorandum will show why the 1940 ruling is an 
erroneous interpretation of the 1930 act, at least to the extent noted above, 
and should therefore be modified so that the duties on temperature and iso- 
chronism adjustments, however achieved, can be collected as intended by the 
act. A suggested form of such modification is attached as appendix A. (No 
request is included herein for a modification of the 1940 ruling as to “position” 
adjustment, since there is a supposed question as to part of the legislative 
history in this regard. We do not concede the correctness of the 1940 ruling 
on this aspect of the situation—but we are not now discussing “position” adjust- 
ments. ) 

The primary emphasis of this memorandum is upon the act of 1930 and its 
probable meaning and intent with respect to adjustments for temperature and 
isochronism. Should further information or supporting data be desired on the 
factual or technical aspects, which are treated herein only in barest outline, it 
will be furnished upon request. 


Il. TEXT OF ADJUSTMENT PROVISIONS IN THE TARIFF ACT OF 1980, AND THE 1940 
TREASURY RULING 


Paragraph 367 (a) (4) of the Tariff Act of 1930 subjects each imported watch 
movement to: “an additional duty of $1 [reduced to 50 cents in the 1936 Trade 
Agreement] for each adjustmnt of whatever kind (treating adjustment to tem- 
perature as two adjustments) in accordance with the marking as hereinafter 
provided.” [Emphasis added.] 


1 Numerous proofs of this fact were presented to the Senate Investigating Subcommittee 
by the domestic producers in June 1955; e. g., identical Swiss watches marked “unadjusted” 
for the United States market and “adjusted” for non-United States markets; trade litera- 
ture here and abroad; and Mr. Bulova's statement that imported Bulova watches, though 
marked “unadjusted” in accordance with the 1940 Treasury ruling, are really adjusted. 
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Subparagraph (b) of paragraph 367 requires that there be marked on the 
movement, among other things, “the number and classes of adjustments, or, if 
unadjusted, the word ‘unadjusted’.” 

Subparagraph (j) of paragraph 367 provides that “An article required by 
this paragraph to be marked shall be denied entry unless marked in exact con- 
formity with the requirements of this paragraph.” 

The 1940 Treasury ruling (T. D. 50277 (3), dated November 5, 1940) held 
thta imported watch movements are “properly marked ‘unadjusted’ under para- 
graph 367 (b) if they have not been specially manipulated, otherwise than by 
ordinary assembly, to produce one or more of the following results: (a) tem- 
perature adjustments, (0) isochronal adjustment, (c) position adjustment.” 

This term “manipulated otherwise than by ordinary assembly” is apparently 
considered to mean only those manipulations done “after final assembly.” Ac- 
cordingly, under this ruling nothing that is done to or incorporated into a watch 
movement before final assembly has, up to the present date, been regarded by 
Treasury as an “adjustment” for duty purposes. 

This concept embodied in the 1940 ruling is wholly out of line (a) with the 
facts as to how jeweled watch movements are “adjusted,” and (b) with the clear 
direction in the statute that duties are to be collected on “each adjustment of 
whatever kind.” 

III. WATCH ADJUSTMENTS IN 1930 


Many years ago, the term watch “adjustments” did in fact refer in part to 
various manipulative practices which, historically, were at one stage in the 
development of watchmaking performed on watch movements after they were 
assembled in order to improve their timing. This, however, was no longer exclu- 
sively the case by the time Congress was considering the 1930 tariff legislation. 
In fact, by 1930, the development of new metals, special construction methods, 
and improved manufacturing techniques permitted a large number of watches 
to have their adjustments “built-in” during the course of manufacture—which 
is essentially the situation that continues to exist today. 


(1) Adjustments for temperature 


The use of special metals and construction to achieve adjustment was perhaps 
most obvious, before 1930, with respect to adjustment for changes in temperature 
( ee directed by Congress to be counted as two adjustments in the 1930 
act). 

The most common device for such purpose at that time was the cut, bimetallic 
balance wheel—wherein an inner ring of steel was brazed to an outer ring of 
brass, and the different expansion coefficients of these two metals would operate 
to compensate for temperature changes, Although in some cases the screws on 
these balance wheels also had to be rearranged to achieve maximum adjustment 
for temperature, it was the use of the bimetallic balance wheel itself that consti- 
tuted the basic adjustment. Indeed, this was the holding of the Customs Court 
in 1929 in M. Schuasler & Co. v. United States, Abst. 8983, 55 T. D. 1196, June 10, 
1929. The court stated that the presence in watch movements of bimetallic bal- 
ances “is the determining factor that the movements have been adjusted to tem- 
perature.” [Emphasis added.] 

Another built-in device for temperature adjustment—which has become well- 
nigh universal today—is the use of a monometallic balance wheel together with 
a hairspring made of a special nickel-steel alloy such as Elinvar. Alloys of this 
type have virtually eliminated variations in rate due to temperature changes 
(and also, as indicated later, such alloys compensate almost entirely for isochro- 
nal variations). This method of achieving adjustment for temperature, while not 
as prevalent in 1930 as use of the bimetallic balance wheel, was nevertheless 
well-known and used in the trade at that time. Indeed, this alloy was discov- 
ered and first introduced for use in watches to compensate for changes in tem- 
perature in the year 1899. (See Tariff Commission, War Changes in Industries 
Series, Report No. 20, “Watches,” 1947, p. 65, footnote 2.) 

In this connection, the 1930 language is clearly broad enough to include tem- 
perature adjustments achieved by these modern methods. As indicated in IV 
(A) below, it is the condition of adjustment, not the method by which it is 
achieved, that is the concern of the act. And it is axiomatic that a description 
in a tariff act looks to the future as well as the present, and may cover new 
manufacturing methods not known at the time. See Newman v. Arthur, 109 
U. S. 132, 1388 (1883); ef. Keveney v. U. 8., 1 Ct. Cust. App. 101, 103 (1910) 
(“inlaid” linoleum ; statute includes later method of accomplishing this condition 
during, rather than after, manufacture). 
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(2) Adjustment for isochronism 


In addition, by 1980, many watches employed a special feature of construction 
to provide adjustment for isochronism—namely, the use and proper positioning 
of an overcoil on the hairspring. The principle of the overcoil was invented 
by the French horologist, Breguet (1747-1823), and the modern adaptations go 
back to research performed in France over 100 years ago. (See Tariff Commis- 
sion, Report No. 20, supra, p. 63, footnote 1.) This is also confirmed by a for- 
mer Bureau of Standards official in a communication on certain technical aspects 
of adjustments dated March 23, 1922 (addressed to Senator Calder, and re- 
printed in the House hearings in 1929), suggesting an extra duty for the use in 
imported watches of a compensating balance and overcoil hairspring. (See 
House Hearings, 1929, infra, pp. 2388, 2389.) 

This method of adjusting or compensating for isochronal errors was in use 
for many years before 1930, and continued in use thereafter. More recently, 
it has been replaced in most cases by the use of the special alloy hairsprings, 
mentioned above, which have properties that provide the basic compensation or 
adjustment for isochronism as well as for temperature variations, 

It is abundantly clear, therefore, that the state of the watchmakers’ art be- 
fore 1930 was such that the basic temperature and isochronal adjustments, at 
least, were achieved well before final assembly—that is, by using special metals 
or methods of construction having nothing to do with “manipulation after final 
assembly.” 

The principal question, therefore, is whether Congress, in considering and 
passing the 1980 act, intended that “adjustments” should mean those that were 
generally known to and used by watchmakers at the time, including those just 
described—or should be limited arbitrarily to those kinds of adjustments that 
might be accomplished by “manipulation after final assembly,” as indicated in 
the 1940 Treasury ruling. The unequivocal language of the act, and, if applicable, 
its legislative history, show clearly that Congress intended no such limitation. 


IV. MEANING OF “ADJUSTMENTS” IN THE 1930 ACT 


(A) The act itself 


The act itself, as already noted, specifies in subparagraph (a) (4) that the 
additional duties shall be levied on “each adjustment of whatever kind * * *”? 
It is hard to imagine any language that could be more comprehensive as to the 
intended scope of the enactment. Given such clear, unambiguous language in 
the statute, it is hornbook law that resort to its legislative history is improper. 
E. g., see Ex parte Collett, 337 U. 8. 55, 61 (1949); U. S. v. Singer Manufacturing 
0o.,37 C.C. P. A. (Customs) 104, 108-9 (1950). 

Furthermore, the dictionary definitions of “adjustment”—as well as the com- 
mercial understanding outlined in section III above—refer to a condition as well 
as to manipulative acts. See, for example, Webster’s New International Dic- 
tionary (1936) : “1. Act or process of adjusting, or State of being adjusted * * *” 
[Emphasis added.] 

Nevertheless, as set forth in (B) below, even if resort is had to legislative 
history, there is no authoritative legislative history to show that Congress 
intended any limitation on the term adjustment—whether as set forth in the 
1940 ruling or otherwise—at least insofar as adjustments for temperature and 
isochronism are concerned, The only implication to the contrary might be drawn 
from certain statements of private party witnesses at the hearings—which are 
not a proper source of authoritative legislative history *—and, in any event, even 
such testimony was addressed solely to “position” adjustments (see (C) below). 


(B) Legislative history 


The authoritative legislative history of the 1930 version of paragraph 367— 
namely, the cémmittee reports and, possibly, statements of sponsors on the floor 
during the devates—do not give any specific enlightenment on what Congress 


2It might be argued that this all-inclusive statement is limited by the concluding clause 
of the sentence, i. e., “in accordance with the marking as hereinafter provided.” The 
subsequent marking provision, however, merely requires that imported movements be 
marked with the number and classes of “adjustments ‘—i. e., each adjustment of whatever 
kind—or, “if unadjusted,” to be so marked. Clearly, this is not, either specifically or by 
implication, a limitation upon the sweeping designation in subparagraph (a) (4). 

*See Justice Douglas, concurring, in Schwegmann Bros. v. Calvert Distillers Corp., 341 
U. S. 384, 395 (1951) (resort to legislative miacary. even if necessary to resolve ambiguit 
should not zo beyond the committee FORO ig” 8S. v. Paramount Publiz Corp., 22 C e 
P. A, (Customs) 452, 460 (1934), T. 47453 (court refused to consider i snitauts of 
interested parties before the Senate Finance Committee as part of the legislative history 
of a tariff act provision for purpose of showing the intent of the legislature). 
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meant by the term “adjustment.” There is some evidence to the effect that Con- 
gress intended its language to be in accordance with the ordinary commercial 
understanding of the term in the trade—as described in section III above—but 
absolutely nothing to show that Congress intended that the term was limited to 
adjustments achieved by manipulation after assembly. 

Thus, the original House bill, H. R. 2667 of the 7ist Congress (as introduced, 
reported out, and passed by the House), contained the identical language of 
subparagraph (a) (4) as finally enacted (plus some additional language, later 
stricken by the Senate Finance Committee). The House Ways and Means 
Committee Report (H. Rept. 7) stated in this connection that (p. 42) “additional 
duties are added to the base rates for each jewel and for each adjustment of the 
mechanism to insure proportional duties on higher grade products.” [Emphasis 
added.] The identical language was used by the sponsor of the bill on the House 
floor. (See 71 Cong. Rec. 1218.) 

Obviously, no limitation on kinds of adjustment was there stated or implied. 
On the contrary, there is confirmation of the clear intent to levy extra duties for 
“each adjustment,” and there is clear recognition, also, that the number of 
adjustments normally increases as the jewel count increases. 

Furthermore, it seems evident that Congress had in mind, and intended the 
new law to be governed by, the commercial understandings and practices then 
in effect in the watchmaking trade. Thus, in the same House report, the com- 
mittee stated (p. 10): 

“The existing law on watch and clock movements has been entirely rewritten 
to accord with modern commercial practices and descriptions, and the existing 
duties which are much too low have been increased.” [Emphasis added. ] 

As has already been shown, “modern commercial practices” with respect to 
adjustments—at least adjustments for temperature and isochronism ‘—included 
the use of special metals and methods of constructions to accomplish this con- 
dition before final assembly. 

The Senate committee version of H. R. 2667 retained that part of subpara- 
graph (a) (4) as passed by the House that eventually became law, but reduced 
the additional duty on each adjustment from $1 to 50 cents. Except for the duty 
rate (later restored to $1), this Senate version was identical to that contained 
in the final act. 

On the Senate floor, Senator Barkley’s substitute for both the House and 
Senate versions of paragraph 367 was adopted—namely, a return to the language 
of the 1922 act. In conference, however, paragraph 367 was completely rewrit- 
ten, with subparagraph (a) (4) emerging exactly as already described. None 
of the reported proceedings on the Senate amendment or the conference reports 
include any discussion as to the meaning of “adjustments.” 

The official legislative history of paragraph 367, therefore, which comprises 
the committee reports on the bills leading up to the 1930 act, contains not a 
single iota of evidence that Congress intended to limit the term “adjustments” 
to those that were performed by manipulation after final assembly. Such evi- 
dence as there is, plus the unequivocal language of the act itself, indicates quite 
to the contrary. Accordingly, the act means just what it says on its face— 
that extra duty should be paid for “each adjustment of whatever kind.” 


(C) The hearings 

We understand that, in the past, the Customs Bureau and Treasury Depart- 
ment have relied for the 1940 ruling on some purported legislative history of the 
adjustment provisions as revealed by portions of the hearings on H. R. 2667. 
Ordinarily, where the language of a statutory provision is unambiguous (as 
paragraph 367 (a) (4) is), it is improper to resort even to the official committee 
reports, much less to statements or briefs of private party witnesses. (See foot- 
note on p. 9 supra.) Such statements should not, as a matter of law, be consid- 
ered or admissible to limit the plain meaning of the words “each adjustment of 
whatever kind.” 

But even if such testimony be accepted arguendo as having some remote bear- 
ing upon what Congress intended, the isolated statement in question specifically 
and unequivocally related only to “position” adjustments—and had nothing at 
all to do with adjustments for temperature and isochronism. The statement 
that the advocates of the 1940 Treasury ruling apparently have in mind appeared 


*It is quite true. as discussed below, that one private witness testified at the hearings 
with respect to adjustments achieved by manipulation after assembly. However, this 
statement, even if properly applicable, was limited to position adjustments. 
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in a brief filed on behalf of the domestic watch producers by Mr. Taylor Strawn— 
a banker, not a watchmaker—and reads as follows: 

“Adjustment to position consists of the necessary alterations made to the dif- 
ferent parts of a watch mechanism after assembling and timing which may be 
found necessary in order to make it run with the same degree of accuracy in 
the various positions in which a watch may be found in actual use.” [Emphasis 
added.] (Hearings before House Ways and Means Committee, “Tariff Readjust- 
ment, 1929,” vol. III, p. 2361; see similar limitation of statement to position 
adjustments at pp. 2364, 2365, 2383 (rebuttal of statement by importers’ repre- 
sentative) ; also Senate hearings, infra). 

A further indication of this limitation inherent in Mr. Strawn’s testimony (and 
perhaps in his layman’s knowledge of the whole subject) is found in his response 
to Senator Reed’s question, “What is an adjustment?’ Mr. Strawn replied: 

“An adjustment is a watch that is placed in position after it is manufactured, 
and tested for timing in that position * * *.” [Emphasis added.] (Hearings, 
Senate Finance Committee, Tariff Act of 1929, vol. III, p. 693.) 

On the other hand, it might be noted that Mr. Strawn’s concept of adjustment 
in another part of his oral testimony was not so limited. Indeed, he apparently 
recognized that adjustments could be and were “built in” to a watch prior to 
final assembly, as indicated by the following (House hearings, 1929, p. 2349) : 

“* * * the American manufacturers have always built a watch, when it was 
marked adjusted, to the best of their ability and their skill, and it has really 
been an adjusted watch.” [Emphasis added.] 


V. SUGGESTED MODIFICATION OF 1940 RULING 


In any event, whatever Mr. Strawn may have meant, and however qualified he 
may have been (which is questionable, at best), and whatever small weight, if 
any, his testimony may be entitled to in determining what Congress meant by 
the term “adjustment,” nevertheless, the only reference to things done after 
assembly are specifically limited to “position” adjustments. Hence, bearing in 
mind what was commonly understood and done in the trade before 1930 in achiev- 
ing temperature and isochronal adjustments during manufacture and before 
assembly, and bearing in mind also the sweeping nature of Congress’ designation, 
“each adjustment of whatever kind,” without any limitation as to the nature of 
the adjustment or the time of its being achieved, it seems obvious that the 1940 
ruling grossly misconceived Congress’ intent, at least, insofar as temperature 
and isochronal adjustments are concerned. 

We submit, therefore, that both from a strictly legal standpoint and also 
from the practical standpoint of permitting for the future the collection of sizable 
duties that have not been collected in the pat, the 1940 ruling should be modified. 
A suggested form of such modification is attached as appendix A. 


VI. SUBSIDIARY CONSIDERATIONS OF A NONLEGAL NATURE 


Assuming the legal validity of such a modified ruling on adjustments for tem- 
perature and isochronism, a question might still be suggested as to whether such 
a ruling is desirable or appropriate at this time. For example, as has been some- 
times claimed by certain officials in the past, it might be thought that: 

(1) Any such change would raise difficult problems of administration and 
enforcement. 

(2) A long-standing ruling or interpretation such as T. D. 50277 (3) that 
represents a customs practice of 25 years standing, should not be changed, 
even though it is now shown to be erroneous. 

(3) Any such change would conflict with our obligations under the Swiss 
Trade Agreement. 

The short answer to all these possible objections is that they are extraneous 
to the main issue. If Congress intended in 1930 that these adjustment duties 
be collected, and if they are not being collected due to an erroneous interpreta- 
tion of the Treasury Department, it is the clear duty of the Treasury to correct 
that interpretation. Surely public policy favors carrying out the express intent 
of Congress as against trying to justify or excuse, for whatever reason, an 
erroneous interpretation that frustrates such intent. 

Moreover, it would appear that none of these asserted objections to performing 
Treasury’s legal duty under the law has any particular validity on its own 
merits. 
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(1) As far as administration of the suggested modification in Appendix A is 
concerned, there should be no problem of any great difficulty. By a combination 
of examination of the imported movements for physical evidence of incorpora- 
tion of alloy hairsprings or of overcoils, plus affidavits in answer to specified 
questions concerning materials used and methods of manufacture, the Collectors 
could ascertain whether or not adjustments for temperature and isochronism 
were in fact built in to the movements. Under a vigorous enforcement program, 
the statutory penalties for false marking should be quite sufficient to ensure 
compliance with such a ruling. 

(2) Certain officials have from time to time sought to excuse their failure 
to consider modification of the 1940 ruling by the assertion that interpretations 
of the customs laws must have “stability,” and that changes therein should not 
take place without the clearest showing of their necessity. The simple answer 
to such a contention is, of course, that the 1940 ruling was absolutely wrong 
from the start, as far as temperature and isochronal adjustments are concerned, 
and without the slightest basis in the law or its legislative history, and that 
neither length of time nor any other supposed policy consideration can operate 
to make this ruling correct. See Gulbenkian v. U. 8., 175 Fed. 860, 866 (C. C, 
N. Y. 1909), affd, 186 Fed. 133 (2d Cir., 1911). This is particularly true since 
the customs practice and ruling did not antedate the statute, but purported to 
interpret it. See Ti Hang Lung & Co. v. U. 8., 32 C. C. P. A., Customs, 148, 153 
(1945). 

(3) As far as our relations with Switzerland are concerned, the 1936 Trade 
Agreement reduced the duties on adjustments from $1 to 50 cents per adjust- 
ment. These duties were not increased by the President’s escape clause decision 
of July 1954. The Swiss, therefore, should not be heard to complain of a 
ruling that does no more than enforce the 1930 act at half the 1930 rate, par- 
ticularly when importers of their goods have for 25 years escaped paying the 
duties that Congress intended. 

Fow ter, Leva, HAwes & SYMINGTON 


APPENDIX A 


Succestep MopIricatTiIon or 1940 Treasury RvuLING To PROVIDE FOR COLLECTION 
or DuTIEs ON IMPORTED WATCHES THAT ARE ADJUSTED FOR TEMPERATURE AND 
IsocHRONISM 


After extensive investigations in the United States, and abroad, including 
written statements from and consultations with interested persons and groups 
representing domestic industry, foreign manufacturers and importers, and in- 
cluding evidence adduced at hearings before the Investigating Subcommittee of 
the United States Senate, the Customs Bureau finds that the term “adjustment” 
within the meaning of paragraphs 367 (a) (4) and 367 (b) of the Tariff Act of 
1930, does not refer primarily to manipulation of a watch movement after fina! 
assembly with respect to adjustments for temperature and isochronism. 

Accordingly, the Bureau finds: 

(1) Any imported movement incorporating a compensating alloy hairsprings 
(including without limitation a hairspring made of elinvar, nivarox, isoval, or 
similar alloy) shall be deemed to be adjusted for temperature (2 adjustments) 
and for isochronism. 

(2) Any imported movement not covered by (1) above that contains a hair- 
spring incorporating an overcoil shall be deemed to be adjusted for isochronism. 

All imported watch movements shall be accompanied by an affidavit of the 
manufacturer, confirmed by an affidavit of the importer, stating whether or not 
the hairsprings therein contain compensating alloy hairsprings, and, if not, what 
kind of hairsprings are incorporated therein. 

It is pointed out that, under the provisions of paragraph 367 (j) of the act, 
collectors are required to deny entry to imported watch movements unless they 
are satisfied that the marking thereon conforms to the adjusted or unadjusted 
condition of such movements. The marking of the word “unadjusted” upon 
movements with a jeweled lever escapement and containing 15 or more jewels 
shall be presumed to be incorrect unless evidence as to the correctness of such 
marking is furnished to the collector prior to release of the merchandise. 
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SUPPLEMENTAL DATA 


No. 1 
(See footnote 1, p. 33) 


AMERICAN WATCH MANUFACTURERS ASSOCIATION, INC., 
Washington, D. C., June 30, 1955. 
Hon. Jonn L, MCCLELLAN, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 


DEAR SENATOR MCCLELLAN; At the hearings in executive session yesterday, 
Senator Symington asked me to refresh my recollection and to identify the person 
or persons in the Bureau of Customs or the Customs Service who stated to me 
that they knew watch movements exported from Switzerland to countries such 
as Canada and Mexico were marked “adjusted” and that the same movements 
when exported from Switzerland to the United States were marked “unadjusted.” 

I have refreshed my recollection to the extent that this point was raised 
many times in conferences with officials of the Bureau of Customs and of the 
Customs Service at the Port of New York. I recall particularly a conference in 
the Bureau of Customs in the latter part of 1950 at which W. FE. Higgman, Chief 
of Classification, and several of his staff members were present. At that con- 
ference I asserted that identical watch movements exported from Switzerland 
to Canada, Mexico, and other foreign countries were marked “adjusted” and 
that identical movements exported to the United States were marked “unad- 
justed.” It is very probable that it was Mr. Higgman who stated in effect “We 
know about that.” 

I have further refreshed my recollection in this matter and can recall learning 
of a Bureau of Customs practice based upon a circular letter to all Collectors of 
Customs and other Customs personnel, which was initiated by correspondence 
between the Collector at Los Angeles and the Bureau of Customs, in the early 
part of 1942. The Collector at Los Angeles had requested a ruling from the 
Bureau as to the practice to be followed in processing customs entries of watch 
movements of Swiss origin imported from Mexico which were marked “adjusted” 
and which were claimed by importers to be “unadjusted.” The Bureau of Cus- 
toms in this circular letter instructed Collectors to permit importers of Swiss 
watch movements coming in from Canada and Mexico to change the marking 
“adjusted” on such movements to the marking “unadjusted.” 

The circumstances leading to the issuance of this circular letter arose out of 
the large demand for Swiss watches when the American watch companies stopped 
civilian production to fulfill military needs of the United States and its allies. 
Direct shipments of watches from Switzerland to the United States market were 
insufficient to satisfy these demands and Swiss watches previously exported to 
markets such as Canada and Mexico were entering the United States in commer- 
cial quantities, 

I have not seen the circular letter referred to nor am I acquainted with the 
detailed instructions to collectors concerning the circumstances under which 
they permitted importers to change the marking “adjusted” to the marking 
“unadjusted.” 

Respectfully yours, 
JAMES F’, DONNELLY. 


No. 2 
(See footnote 2, p. 107) 


UNDER SECRETARY OF THE TREASURY, 
Washington, January 17, 1956. 
Hon. Jonn L. MCCLELLAN, 
Chairman, Senate Permanent Subcommittee on Investigations 
United States Senate, Washington 25, D. C. 


My Dear SENATOR MCCLELLAN: In connection with the hearings your commit- 
tee has been holding on the watch adjustment question your staff has asked us 
whether a waterproof watch would have its waterproof characteristics impaired - 
if it were opened to look at the marking as to adjustment on the movement. 

We have consulted our technical people who inform us that even if a waterproof 
watch is opened its waterproof characteristics will not be lost if it is properly 
resealed with a special wrench device developed for that purpose. Most retail 


74602—56 14 
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jewelers have such devices for use in the repair of waterproof watches. Thus, 
although an unskilled individual without the necessary tools might not be able 
to properly seal a waterproof watch, most any good watch repairman is able to 
do so satisfactorily. 

I hope this answers the questions of your staff. If there is any further infor- 
mation you or they would like, please let us know. 

Sincerely yours, 
H. CHAPMAN ROSE. 
Under Secretary of the Treasury. 


No. 3 
(See footnote 3, p. 159) 
Bulova Watch Co.—Domestic production of jeweled watches versus imports 


i 
| Domestic | Imports of 
production jeweled 
of jeweled | watch move- 
watch ments from 
movements | Switzerland 








720, 345 
961, 126 
562, 055 
446, 891 
423, 685 
677, 873 


STATEMENT OF ARTHUR B. SINKLER, PRESIDENT OF HAMILTON WatcH Co, AND 
PRESIDENT OF THE AMERICAN WATCH MANUFACTURERS ASSOCIATION 


PERSONAL IDENTIFICATION AND QUALIFICATIONS 


My name is Arthur B. Sinkler. I am president of the Hamilton Watch Co., 
of Lancaster, Pa., where I have been employed since 1936 in various capacities, 
both in the factory and in administrative positions. I was employed by the 
company after having spent a training period in their school of watchmaking, 
and I started work in the assembly department. 

I subsequently was transferred to the research department of the company 
for the purpose of transferring into our assembly departments new manufac- 
turing techniques resulting from research and development. As a result of this 
work, I was appointed foreman of the specialties department, a position which 
I held during World War II. After the war I became foreman of our assembly 
research department, with the primary objective of setting up the assembly 
lines now in use based on information and experience gained during wartime 
operations. I held this position until I became director of quality for the com- 
pany. In this position, it was my job to direct the activities of all inspection, 
quality control, and materials control for all manufacturing operations of the 
company. The departments under my direct supervision were inspection, the 
control laboratory, standards laboratory, product performance section. I was 
also in charge of the group analyzing competitive products, both foreign and 
domestic, comparing them with our own products. In 1951 I became director of 
research, and in 1952 I was elected vice president in charge of manufacturing. 

I have been examined by the Horological Institute of America and hold a 
certificate as a certified master watchmaker. 

I have been through watch manufacturing and assembly plants in Switzerland 
on many occasions and am familiar with the practices followed in the Swiss 
watch industry. 

At present I am also president of the American Watch Manufacturers Asso- 
ciation, which has only three members: my own company, the Elgin National 
Watch Co. of Elgin, Ill., and Lincoln, Nebr., and the Waltham Watch Co. of 
Waltham, Mass. These three are the only remaining manufacturers of jeweled 
watches in the United States with the exception of the Bulova Watch Co., which 
has a manufacturing plant on Long Island. 

My statement to this committee is endorsed by the three members of the asso- 
ciation, and, unless I advise the committee to the contrary, any answers which 
I may give to such questions as may be directed to me are also in accord with 
their views. 
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THE NEED FOR THIS INVESTIGATION 


At the outset, we want this record to clearly show that none of these domestic 
manufacturers directly or indirectly asked ior this investigation; we do not even 
know how this committee happened to learn that the duties on adjustments were 
not being collected. However, we have been insisting to the Treasury Depart- 
ment for years that these duties should be collected, and we can well understand, 
therefore, why the committee decided to look into the matter. We have consid- 
erable firsthand information on this subject which should be of interest to your 
study and we want to cooperate in every possible way. That is why I am 
appearing here today. 


THE STATUTE HAS NOT BEEN ENFORCED 


A United States statute enacted in 1930 imposes certain specific duties on 
imported watch movements and provides that “additional duty of $1 (re- 
duced to $0.50 in the 1936 Trade Agreement with Switzerland) shall be col- 
lected for each adjustment of whatever kind * * * in accordance with the 
marking as hereinafter provided.” The statute then states that on each move- 
ment there shall be marked in “words and in arabic numerals, the number 
and classes of adjustments, or, if unadjusted, the word ‘unadjusted’.” Customs 
officers are required to ascertain that the marking is correct by a provision 
that “an article required by this paragraph to be marked shall be denied 
entry unless marked in exact conformity with the requirements of this para- 
graph.” A copy of the full text of these provisions is attached to his statement 
as exhibit A.‘ 

This statute has not been enforced. Under the practices and rulings of the 
Treasury Department it has been rendered almost completely inoperative. 
Since the end of 1930, over 150 million jeweled watches have been imported 
into the United States. It can be conservatively estimated that 93 million 
contained 5 or more adjustments. Of these less than 1 percent were marked 
“adjusted” and over 99 percent paid no adjustment duties. The basis for this 
estimate is reflected in exhibit B, attached to this statement. The loss of 
revenue to the United States is in the order of $238 million. 


RESULTANT DAMAGE TO THE INDUSTRY 


This tremendous loss of revenue is a serious matter in itself. In addition, 
the nonenforcement of the statute has contributed to a decline of jeweled watch 
manufacturing in the United States to a point where over 80 percent of our 
own market is now held by the Swiss watch cartel. Watch production in the 
American industry dropped 50 percent in the 4-year period since 1950. The 
impact of Swiss imports has very nearly deprived the United States of a 
unique industry, essential to the security of America, and indispensable for 
the protection of the American consumers of watches. While the importance 
of the jeweled watch industry to our national security and to our economy is 
not the subject of this investigation, these things are matters of interest to the 
members of any committee of the United States Senate. Consequently, I would 
like to file with the committee a memorandum, marked “Exhibit C,”’ attached 
to this statement, which outlines the vital role of the industry and the serious 
condition in which it has been placed by the Swiss watch cartel. 

The memorandum shows that the United States jeweled watch industry has 
been declining rapidly and is now below the level deemed safe for military) 
purposes; that the only other jeweled watch manufacturing facilities of any 
size in the free world today are located in the heart of Europe; and that while 
our industry has declined Russia has been expanding and developing its own 
facilities. It also demonstrates that the Swiss watch trust is one of the most 
highly regulated and tightly controlled cartels in existence, with the openly 
avowed purpose of suppressing competition wherever it may arise, including 
the United States, and that activities of the cartel in furtherance of this pur- 
pose have led to an antitrust action by the Deparment of Justice, now pending 
in the United States District Court for the Southern District of New York. 

It shows, also, that the Swiss charge up to five times as much for watches 
going to other countries of the world, where they have no competition, as they 
do for similar watches coming to America. The same thing would happen to 
American consumers but for the presence of a jeweled watch industry in this’ 
country, as is evidenced by the terrific gouging of the American public during 
World War II when the United States industry was engaged in military pro- 
duction and had to withdraw from the commercial market. 


¢ All exhibits referred to in the statement of Arthur B. Sinkler may be found in the files 
of the subcommittee. 
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While I have omitted this background material from my testimony in the 
interest of time, it has an important bearing on the enforcement of all United 
States customs duties provided to preserve our jeweled watch industry, and 
I hope that the committee will read it carefully. 


THE STRUCTURE OF THE WATCH TARIFF PROVISIONS 


I do believe that it will be helpful to the committee to have an understanding 
of the structure of the entire provisions imposing duties on watch movements of 
which the adjustment provision is a part. The value of watch movements is 
known to vary in accordance with the size, number of jewels, and number of 
adjustments of the movement. Each one of these three elements is subject to 
variation in any particular movement—that is, there is a range of different move- 
ment sizes, different jewel counts, and different number of adjustments in 
watch movements. The watch paragraph of the 1930 Tariff Act was a congres- 
sional attempt to devise a system of specific duties which would be graduated in 
accordance with the value of the imported movements. In general, the smaller 
the movement the higher the jewel count, and the greater the number of adjust- 
ments the more valuable the movement was considered to be. The duty schedule 
of the 1930 act therefore imposed a specific duty which varied inversely with 
the size of the movement, another duty for each jewel over seven, and a further 
duty for each adjustment of whatever kind. A variation in any one of the 
three factors resulted in a corresponding variation of the duty. 

This method of determining duties was designed to provide a rising level of 
duties ranging from 75 cents for the widest, 1-jewel movement, without adjust- 
ments, to $9 for the smallest 17-jewel movement adjusted for temperature, 
isochronism, and two positions. A flat duty of $10.75 was then provided for 
all movements containing more than 17 jewels, regardless of size or number of 
adjustments. The assumption was that all watches containing more than 17 
jewels would contain a minimum of 5 adjustments—2 for temperature, 1 for 
isochronism, and 2 for position. 

In 1936 all of the three kinds of specific duties for watch movements were 
reduced—that applying to the size of the movement by about 30 percent, that 
applying to the jewel count by 40 percent, and that applying to the number of 
adjustments by 50 percent. 

With this understanding of the structure of the duties provided by the 1930 
act, you can see that failure to collect the adjustment duties has resulted in 
the use of only a part of the statutory formula. In many cases a major portion 
of the applicable duty simply has not been collected. 


NATURE OF ADJUSTMENTS COVERED BY THE STATUTE 


I shall give the committee testimony from my experience, certain documen- 
tary evidence, and some physical exhibits to demonstrate just how completely 
the statute imposing adjustment duties is being thwarted. Before doing so, 
I would like to explain the nature of adjustments as the term is understood 
in the jeweled-watch manufacturing industry in the United States. This under- 
standing is critical to your inquiry because, under customs law, the meaning of 
terms used in the statute is to be ascertained in the light of trade and commerce 
within the United States. 

To aid in this explanation I have brought an enlarged model of a jeweled lever 
watch escapement to which I will refer from time to time. [Brief explanation 
of the escapement.] 

The objective of a watch manufacturer is to produce a movement which will 
run at a constant rate under all conditions. If the watch movement is so con- 
structed that it runs at an even rate or speed under all conditions, then the 
speed can be easily regulated so that the wheels will make the proper number 
of revolutions in each 24-hour period. The critical thing is to prevent the watch 
movement from running faster or slower under some conditions than others. 
And in this respect, the objective centers around maintaining a constant rate 
of oscillation in the balance wheel. 

The English word “regulate” applies generally to changing the speed at which 
it is desired for the movement to operate. While it is a risky practice, many 
people regulate their own watches by removing the back and moving the regu- 
lator hand to a faster or slower position. Mere regulation of the constant speed 
of a watch movement is not to be confused with an adjustment. However, the 
French word “reglage,” as used in the Swiss watch industry, is equivalent to 
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our word “adjusted,” and does not mean mere regulation, although it is some- 
times used interchangeably. 

Three types of adjustments are necessary to obtain an even rate: tempera- 
ture, isochronal, and position adjustments. These are recognized by all horo- 
logical authorities here and abroad, private and public. 


TEMPERATURE ADJUSTMENT 


Consider temperature adjustment first. A very substantial change in rate 
occurs when temperature changes if the balance wheel and hairspring unit is 
not compensated. Practically all metals expand when heated and lose elasticity. 
As temperature rises the hairspring becomes weaker and the balance wheel 
becomes slightly larger, which causes a watch to run slower. When the statute 
was passed, adjustments to eliminate or reduce this timekeeping error were 
made by use of a compensating bimetallic balance wheel to overcome the errors 
inherent in a carbon steel hairspring. This balance wheel made of steel and 
brass deforms inwardly if temperature rises, thus making the effective diameter 
of the wheel smaller and causing a gain in rate. This offsets the losing rate 
caused by the expansion and weakening of the steel hairspring. Thus, one error 
compensates another. Some watches still are adjusted for temperature by this 
method. 

In 1930, this method of compensating for temperature error was not always 
completely effective prior to assembly of the movement. Consequently, it was 
sometimes necessary to redistribute the weight on the outer rim of the balance 
wheel by moving the screws to another location in the rim. But this was done 
only where the original construction of the movement did not successfully 
reduce or eliminate the temperature error. 

More commonly today temperature adjustment is accomplished by using a 
temperature-compensating alloy for the hairspring. These alloys have the pe- 
culiar property of being substantially insensitive to changes in temperature, 
The hairspring actually becomes slightly stronger as temperature increases, 
which compensates the slight expansion of the balance wheel which is also made 
of alloy. This method was devised about 1927 and was put into general use in 
the 1930’s. Other means of compensating for temperature error may be used, 
but in each case the objective is the adjustment of the mechanism to eliminate 
the natural errors which were historically present in watch movements when 
subjected to temperature changes. The results are exactly the same under the 
present methods as they were under the method used in 1930. 

Alloy hairsprings to correct for temperature changes are available with vary- 
ing degrees of compensation. One Swiss springmaker, for example, advertises 
five qualities of hairsprings, each with a different guaranteed correction, 
according to quality. Others follow the same general technique, some offering 
more, some offering fewer qualities. Price lists from seven different Swiss 
manufacturers are attached as exhibits D-1 through D-7, showing varying 
degrees of compensation for temperature changes. There is a lower price for 
each lower quality of spring. The variation in quality is probably due to the 
fact that some ingots of alloy when tested do not contain the maximum cor- 
rective properties and these are manufactured into springs of lower qualities 
in order that that particular ingot of alloy not be wasted. Even the lowest 
quality provides a high degree of adjustment for temperature when compared 
with the old carbon steel hairspring. 


POSITION ADJUSTMENT 


Turning now to position adjustment, it is evident that the balance wheel 
of the watch cannot be made with sufficient accuracy to insure that the weight 
of the wheel is evenly distributed around the axle, which is called the balance 
staff. The balance wheel is almost invariably heavier at some spot in its cir- 
cumference. A weight no greater than a pencil mark one-quarter inch long 
will throw a balance wheel out of balance. The heavier spot tends to gravitate 
and produces an uneven rate in the oscillation of the balance wheel depending 
upon the position in which the watch is worn or carried. To produce a more 
even rate, the balance wheel is poised by removing some weight from the heavy 
side of the wheel or by adding it to the light side so that as nearly as possible 
the weight will be evenly distributed around the axle. 

This operation is generally performed upon the balance wheel prior to its 
assembly as a part of the watch movement. If, after assembly, it becomes 
evident that the poising operation was not successful, the weight may be adjusted 
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again by drilling, filing, or stoning the balance screws, or by inserting a washer 
underneath one or more. I have here some enlarged pictures of the balance 
wheels of some imported watches to illustrate to the committee the manner in 
which this is done (exhibit E—1 through E-10). 

There is no purpose in poising the balance wheel except to reduce the difference 
in rate due to changes in position. This is the most important thing that can 
be done to accomplish position adjustment. 

The poising of balances is common to practically all jeweled watches, both in 
America and abroad. During the period when I worked as a position adjuster 
I never saw a balance wheel which did not require poising. I have periodically 
asked those employees in the factory who now do this work if they have ever 
found a balance wheel which did not require poising, and the answer is always 
“Not yet.” 

When a balance wheel is poised, the watch is always adjusted for 2 positions— 
the 2 used in comparison. If the balance wheel is truly poised the watch may 
be adjusted to an infinite number of positions in addition to two. Claims for 
adjustment for positions in excess of 2 are generally limited to cases in which 
the watch has been actually timed in 3, 4, 5, or more positions to determine 
that its rate is relatively constant in all of them. 

The adjustment for position was accomplished in 1930 in the same manner 
as it is today. There were, in some cases, manipulations of the weights after 
assembly of the movement. In 1930, particularly, this was occasioned by the 
necessity for disturbing poise of the balance to accomplish temperature adjust- 
ment. Today, with the advance in the methods in compensating for temperature 
changes, it is, in general, not necessary to repoise the balance wheel after assem- 
bly unless the original poising process was not carried out accurately and suc- 
cessfully. This can be done after assembly by removing weight from the balance 
wheel without disturbing the movement. Attached as exhibit F-1 is an ad- 
vertisement of an ingenious tool devised by the Swiss for drilling or counter- 
sinking the heads of balance screews after a watch has been assembled. It has 
a little vacuum cleaner which removes any metal shavings. Note that this 
machine is practically identical with and does exactly the same job as an- 
other machine, illustrated in a second advertisement (exhibit F-2), which is 
used in poising balances prior to their assembly into the movement. 


ISOCHRONAL ADJUSTMENT 


The third adjustment is for isochronism—which means “equal time.” It is 
a compensation for the tendency of a watch to run at a slower rate as the main- 
spring unwinds and loses power. When the mainspring is fully wound the swing 
of the balance wheel is long. As the mainspring unwinds and loses power the 
swing becomes shorter and shorter. The flat springs originally employed in 
watches bulged at one side as the spring opened and closed, producing a dif- 
ferent rate. This was first overcome by use of an overcoil. This overcoil is 
generally known as the Breguet overcoil, taking its name from the French in- 
ventor. Notice on the escapement model that the outside coil of the hairspring 
has been raised and bent in toward the center of the spring. The shape of this 
bend is determined mathematically. When the spring is fastened at the outer 
end of the overcoil the hairspring opens and closes concentrically around the 
balance staff. This reduces the isochronal error. There is no other purpose 
for an overcoil. 

This method was in use in 1930. It continued in use for many years after 
1930. More recently it is being replaced to some extent by use of alloys con- 
taining properties which compensate for isochronal error. These alloys per- 
mit return to the use of a flat hairspring without loss of isochronal adjustment. 
In each case the result is the same. 

To illustrate the general understanding in Switzerland that these special 
alloy hairsprings provide adjustment for isochronism, I should like to submit 
as exhibit G a copy of the original, in French, and a translation, of the sec- 
tion on isochronism from a pamphlet entitled “Spiral Nivarox 1948,” issued 
by the Swiss manufacturers of Nivarox hairsprings. Note that, after deseribing 
the nature of the isochronal error and what has been done in alloy hairsprings 
to correct it, the pamphlet states: “Furthermore we were the first to achieve 
the isochronal adjustment that we have been producing for 15 years.” 
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THE EVIDENCE THAT IMPORTED WATCHES ARE ADJUSTED 


As I have stated, I have been through a number of watch factories in Switzer- 
land. Other officials of my own company, and officials of the other companies 
who are members of the association, have been through many Swiss plants. 
In every case we found the same general methods of manufacture that are 
in use in the United States with respect to adjustments. As illustrative of this, 
I would like the committee to look at exhibit H, which is a copy of a portion 
of a publication called Swiss Industry and Trade, published in 1950 by the 
Swiss Office for Development of Trade, with offices at Zurich and Lausanne. 
It contains an article entitled “The Watchmaking Profession,” by a professor 
at the Locle School of Horology. Locle is perhaps the watchmaking center of 
Switzerland, and this is one of the foremost horological schools. The article 
recognizes all three types of adjustments. Of particular interest is the picture 
captioned “The Adjuster at Work: Poising the Balance.” 

Look also at exhibit I, a copy of excerpts from the horological manual issued 
in 1947 by Gruen Watch Co., a major importer of Swiss watches, which has a 
plant in Switzerland. It recognizes the use of the Breguet hairspring by Gruen 
to compensate for isochronal error, It recognizes that Gruen watches use balance 
wheel and hairspring combinations made to reduce errors due to temperature 
changes. It states: 

“To eliminate the variations caused by temperature changes all Gruen 
watches are now equipped with a solid rim monometallic balance wheel made 
from a new material manufactured under the Gruen trademarked name Cono- 
ruma, and is an alloy of nickel, steel, chromium, manganese, tungsten, and 
carbon. This new material is nonmagnetic and practically unaffected by tem- 
perature changes, therefore requiring no compensation in the balance for heat 
and cold.” 

This method of compensating for temperature changes is just as effective as 
the old method, but I doubt that any Gruen watches containing 17 jewels or less 
are now marked “adjusted for temperature.” Certainly there are very few so 
marked, and the great majority pay no adjustment duty. I have here a Gruen 
movement, which the committee can see is marked “unadjusted” (exhibit J). 

Now look at a similar piece of promotional literature from the Tavannes 
Watch Co. (exhibit K). The picture on the front states that “in order to insure 
that a watch will run equally well in all positions, the balance must be in 
perfect equilibrium. Balance poising is illustrated * * *.” The picture is that 
of a balance wheel being poised prior to assembly. On the second page appears 
the statement: “Before leaving the factory every Tavannes movement is ad- 
justed for ‘position and temperature.’” This is a flat statement of faet, without 
exception and without equivocation. Yet, so far as I know, very few, if any, 
Tavannes movements imported into the United States are marked to show 
that they are adjusted for position and temperature. I have here a Tavannes 
movement purchased from a Washington jewelry store last month. I would 
like the committee to observe that it is marked “unadjusted” (exhibit L-1). 

These are not isolated situations; they are merely examples and illustrations 
of the general practices in the Swiss watch industry today. Gruen and Tavannes 
do not differ in their methods from the great majority of Swiss manufacturers. 
They are simply more frank, 

The importers were also more frank in their statements to Congress when 
the adjustment duty was under consideration in 1929. Two of the three wit- 
nesses who appeared for the importers before the Finance and Ways and Means 
Committees testified that the majority of imported watches were adjusted 
for position. And the third witness seems clearly to have taken the position that 
at least all 17-jewel watches were adjusted. (See exhibit M.) It is neither 
necessary nor possible at this point to weigh these claims. We know, how- 
ever, that while a great many of the watches were not adjusted, a great many 
were. 

Nevertheless, almost all imported movements which had been marked “ad- 
justed” prior to the act were marked “unadjusted” afterward. And, by more than 
coincidence, it became the practice for every invoice for every make of Swiss 
watch movements imported into the United States to bear the following nota- 
tion: “These watch movements are assembled and timed, but not adjusted.” 

Now this practice does not prevail as to exports to other countries which’ 
impose no duty on adjustments. Many standard watch movements which are 
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imported into the United States marked “unadjusted” are shipped to other 
countries marked “adjusted.” For example, here are copies of two advertise- 
ments which appeared in an English trade publication Watchmaker, Jeweler 
and Silversmith, during the year 1954 (exhibits N-1 and N-2). Both show a 
Girard-Perregaux watch with the movement exposed. They are two different 
styles of movement. Both are marked “adjusted.” These are standard move- 
ments manufactured by the Swiss trust. Their counterparts—movements of 
identical manufacture—are imported into the United States marked “unadjusted.” 

In the same publication last year there appeared also this advertisement of 
Roamer and Medana watches (exhibit O). Again there is a picture of an ex- 
posed movement marked “adjusted.” It is a standard movement of the Swiss 
watch trust. The same movements come into the United States marked “unad- 
justed.” 

These are but a few recent illustrations. This type of advertisement could be 
multiplied over the years. 

Now, it may be claimed that we do not know with certainty that these move- 
ments are of manufacture identical with movements imported into the United 
States marked “unadjusted.” I can state unhesitatingly that they are. If it 
is necessary to do so, the proof can be technically established by securing some 
of the movements from England and comparing them with the movements shipped 
to the United States; or, if the Swiss would permit, by an investigation at the 
factory in Switzerland. But I do not think it is necessary at the moment to do 
either. We have two perfect illustrations of this practice which are beyond 
any sort of challenge. 

I have here a movement which was purchased in Switzerland by one of the 
officers of Elgin National Watch Co. on a visit to that country in 1954 (exhibit 
P-1). It is marked “adjusted.” This movement is exactly the same as move- 
ments shipped into the United States from Switzerland marked “unadjusted,” 
and I have here an identical counterpart purchased from a jeweler in Elgin, 
Il, last month which is so marked (exhibit P-2). 

As you may know, Elgin, Hamilton, and Waltham have all been forced to 
begin importations. Elgin imports watches for sale in the United States 
through its office at Elgin, Ill. It purchases identical movements from the same 
foreign manufacturer, produced to identical specifications, through its office in 
Canada, for sale there. I have here 3 identical movements, 1 shipped to the 
United States marked “unadjusted” and 2 shipped to Canada marked “adjusted” 
(exhibits Q-1, Q-2, and Q-3). 

As a matter of interest, these 3 movements were tested for position error in 
2 positions at the Elgin factory in Illinois. There were only 10 seconds of error 
per day difference in the group. One of the two movements marked “adjusted” 
was the best in performance and the other was the worst. The movement 
marked “unadjusted” fell squarely in the middle. 

Lest anyone suggest that the marking “adjusted” on the movements shipped 
to Canada was requested by Elgin and that it was not placed on the movement 
solely through the judgment of the manufacturer, I have here a copy of the 
specification sent by Elgin to the Swiss supplier for manufacture of the watch 
movements exported to Canada and those sent to the United States (exhibits R-1 
and R-2), which Elgin requests be kept confidential by the committee. These 
specifications are identical, except that those covering the movements for Canada 
did not call for marking the movement—either “adjusted” or “unadjusted.” 
Apparently, it was a practice of the manufacturer to mark these movements 
“adjusted,” except those shipped to the United States, for which the marking 
“unadjusted” was specified. 

In obtaining these watches from the Elgin office in Canada, we ran across 
another very curious thing which may be of interest to the committee. I have 
here a movement which seems to have been marked originally “unadjusted” (ex- 
hibit S). Examination will show that the first two letters of the word have 
been milled off the movement so that it now reads “adjusted.” It seems quite 
evident that this movement was originally intended for shipment to the United 
States, probably under an order from Elgin, but was diverted to Canada to fill 
an Elgin order there, so that it was no longer necessary to mark the movement 
“unadjusted.” 

In 1950, when Hamilton decided to begin importations, we sent to Switzer- 
land our specifications for the manufacture and the marking of the movements 
which we intended to import. Although Treasury was not enforcing the statute, 
we desired to have these particular movements marked for temperature and 
position adjustments. At first this request was accepted. Thereafter the 
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manufacturer notified our representative in Switzerland that, in view of the 
Treasury Department investigation then in progress respecting the enforcement 
of the adjustment duties, he would be unable to mark this movement adjusted, 
since he was shipping the same movement into the United States for sale by 
others marked “unadjusted.” At this time he did indicate that he would other- 
wise have no objection to marking the watches “adjusted” because he did not 
understand the meaning of the word. This, of course, was pure subterfuge, 
since it is clear from the facts that I have already given you that all watch 
manufacturers understand the meaning of the term—at least where the under- 
standing of it does not call for the payment of customs duties. 

Furthermore, other manufacturers have not been so cautious. I have here 
three movements (exhibit T) which were imported into the United States by 
different importers, but which are identical except for the engraving which 
indicates that one has been “adjusted for 5 positions,’ one has been “adjusted 
for 3 positions,” and the third is “unadjusted.” These three watch movements 
were purchased by my company quite recently and were tested for position 
error in their original condition. It is interesting to note that the best performer 
is that marked “adjusted for 3 positions,” the next best performer is the one 
marked “unadjusted,” and the poorest of the three (although an excellent 
performer in its own right) is the one marked “adjusted for 5. positions.” 
Similarity of physical and technical details in these three watch movements is 
matched by similarity of performance. They demonstrate quite clearly how 
one basic adjusted movement is sold as three different qualities of watches, 
even though they are technically identical, merely by changing the engraving 
on the bridge. 

To illustrate further how thoroughly this statute has been flouted I would 
like the committee to look at this chart showing the outline of standard qualities 
of Swiss watches (exhibit U). This chart was circulated in the United States 
by an importer in this country, apparently as information for potential cus- 
tomers in this country. The importer’s name is stamped on the face of the 
chart. It shows five general quality classifications of watch movements. The 
last column shows the number of adjustments which each quality of movement 
is supposed to contain. All are stated to be adjusted for position, but note that, 
with the exception of the first, it is stated that each is marked “unadjusted.” 

The fact is that it is a matter of common knowledge throughout the trade that 
virtually all Swiss jeweled watch movements imported into the United States 
are adjusted, and that they are marked “unadjusted” only to avoid payment of 
the adjustment duties. Perhaps one of the best illustrations of this is con- 
tained in a Consumers Research report on watches dated November 1949, which 
states : 

“Most imported Swiss movements, even those adjusted accurately for position, 
temperature, and isochronism are stamped ‘unadjusted’—perhaps a unique case 
of claims on merchandise that fall short of the facts. The reason for this 
anomaly is simple. The American tariff adds 50 cents to the customs duty for 
every adjustment claimed; temperature adjustment counts double.” 

A concise illustration of the open manner in which Swiss watch manufac- 
turers undertake to supply adjusted movements to United States importers 
marked “unadjusted” is found at exhibit W. There a Swiss firm in writing to 
a potential customer in the United States states that it manufactures “very 
high-grade watches, with lever, fully jeweled (mostly 17 jewels) movements, 
adjusted to positions and temperatures, though marked ‘unadjusted, when 
required * * *.” [Emphasis added. ] 

Perhaps the committee is aware that, in 1989, there was a Treasury investi- 
gation respecting the noncollection of adjustment duties, which was begun 
because a jeweler in New York advised the collector for the port of New York 
who was buying a watch marked “unadjusted” that the watch actually was 
adjusted and that it was marked “unadjusted” only to avoid payment of the 
duty. Unfortunately, this investigation brought no changes in Treasury 
practices. 

SUMMARY OF EVIDENCE 


By way of summary, then, we have a situation in which importers of Swiss 
watches state in promotional literature that their watches are adjusted, and 
describe the methods used. An official Swiss Government publication describes 
the process by which this is achieved generally in the Swiss jeweled watch 
industry. These methods have been observed in use in many Swiss factories by 
personnel from the American industry. Watches which are identically manu- 
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factured come to the United States marked “unadjusted” but go to other coun- 
tries where no duties are imposed on adjustments marked “adjusted.” Watch 
movements of identical manufacture come into the United States marked either 
“adjusted” or “unadjusted,” as the importer wishes, with no effort on the part 
of Treasury to determine which is correct. The condition of imported watches 
as being adjusted but marked “unadjusted” is actually described on a quality 
chart which has been circulated by one importer in the United States. And, 
finally, the condition is so commonly known that retail jewelers and a national 
consumer guide recognize that watches are being brought in marked ‘“‘unadjusted” 
to avoid payment of the duty. 

It seems to us that this open disregard for a revenue law probably has no 
parallel in the United States today. Every member of this committee knows that 
in general our revenue laws are enforced strictly and to the letter, to the best of 
Treasury's ability. Information of the type we have given Treasury for years 
would produce an assessment of tax almost overnight if it pertained to other 
internal revenue matters. Why the reluctance to enforce the adjustment pro- 
visions? As in tax cases, the importer has a ready remedy if Treasury’s attempt 
to enforce the statute proves to be incorrect. 


TREASURY’S GROUNDS FOR FAILURE TO ENFORCE THE STATUTE AS WRITTEN 


Prior to 1940, so far as we know, Treasury published no written interpreta- 
tions of the adjustment duty statute. In practice it accepted the markings on 
imported watches without question. In 1939, the collector of the port of New 
York precipitated an investigation of marking practices of the importers by seiz- 
ing a great number of watches marked “unadjusted” which the collector believed 
to be adjusted. As a result of this investigation Treasury issued, in 1940, a 
Treasury Decision, T. D. 50277, which, insofar as it relates to watch movements, 
reads as follows: 

“Watch movements and timekeeping devices—Watch movements and other 
mechanisms, devices and instruments provided for in paragraph 367 (a) are 
properly marked ‘unadjusted’ under paragraph 367 (b) if they have not been 
specially manipulated, otherwise than by ordinary assembly, to produce one or 
more of the following results: (a) temperature adjustment, (bv) isochronal 
adjustment, or (c) position adjustment. Bureau letter to collector of customs, 
New York, N. Y., dated November 5, 1940 (426.843).” 

The practice under this ruling, so far as we can discover, has been the same as 
before the investigation: the collectors have been taking duty wholly in 
accordance with the marking. 

So far as we have been able to ascertain from oral discussions, Treasury off- 
cials have interpreted the act as applying only to adjustments achieved by manip- 
ulation of the watch movement after it has been assembled. This interpretation, 
we understand, has been based primarily upon the testimony of a witness for the 
American industry at hearings on the 1930 act before the Finance and Ways and 
Means Committees, who said that position adjustment consisted of “alterations 
made to the different parts of a watch mechanism after assembling and timing 
which may be necessary in order to make it run with the same degree of 
accuracy in the various positions in which it may be found in actual use.” This 
testimony was contradicted, incidentally, by 2 of the 3 importer witnesses at these 
hearings, who asserted that the majority of imported watch movements were 
adjusted for position. (See exhibit M.) The Treasury, however, apparently 
reasons that adjustments are now generally accomplished without manipula- 
tion after assembly, due to technological advances. 

There are quite a number of things wrong with such an interpretation, and 
with using such testimony as the basis for it. First, it seems quite clear that the 
construction of a congressional enactment should not be based upon the testi- 
mony of witnesses before a committee. Otherwise the understanding of the 
witnesses, rather than the language used by Congress, would control the admin- 
istration of our laws. 

Second, the Court of Customs and Patent Appeals has held that terms 
used in customs statutes are to be construed in accordance with their commer- 
cial meaning, and that testimony of committee witnesses is not a proper basis 
for statutory construction. 

Third, even if the witnesses’ testimony were a proper basis of interpretation, 
how could it be possible to tell which of two contradictory positions the mem- 
bers of the committee deemed correct? 
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Fourth, the witness to which Treasury has looked was talking only of posi- 
tion adjustment. There was no testimony that either temperature or isochronal 
adjustment was achieved by manipulation after assembly. Yet Treasury has 
apparently adopted the same view with respect to these two adjustments. Iso- 
chronal adjustment had, at that time, been effected before assembly for over 
50 years, and temperature adjustment was often so made. 

In the fifth place, the testimony upon which Treasury relies was neither 
complete nor accurate. The witness was a banker, not a watchmaker, and 
he proved it by his testmony. Manipulation after assembly was no more the 
criterion of adjustment in 1930 than it is today. For many years prior to 
that time, and continuing unchanged to the present day, balances were poised 
for positional adjustment prior to assembly into the watch. Breguet overcoils 
for isochronal adjustment were formed during the manufacturing process of 
making the hairspring, and temperature-compensating abilities were built into 
the bimetallic balances during their manufacture. 

in 1930 additional manipulations were often required after assembly in order 
to bring the watches to the degree of performance desired, depending upon the 
quality of watch being produced, but only where the basic adjustments accom- 
plished prior to the assembly of the movement had not produceg the desired re- 
sult. Today, as in 1930, further manipulations are also made after assembly on 
those watches which have not been brought to the level of performance desired 
during manufacture and assembly. However, improved techniques, machines, 
and materials have served to lessen the frequency with which these manipula- 
tions are required. 

Finally, the law is quite clear that this customs statute is not rendered 
obsolete merely because there may have been, or will be in the future, changes 
in the method by which adjustments are made. The statute specifically imposes 
a duty upon the adjusted condition of the movement; the imposition is in no 
way dependent upon the manner in which the adjustment was made or the 
time, so long as it was done prior to importation. Tariff laws reach the 
future as well as the present. The Court of Customs and Patent Appeals 
has held consistently and often that where a statute imposes a duty upon 
an article in a certain condition, it is the result which is taxed and not the 
method by which the result is achieved. We briefed many of these cases and 
filed them with the Department of the Treasury and I would like to submit 
for the record the brief of our customs counsel on this point (exhibit V). 

Moreover, even under Treasury’s own construction, it does not appear that 
this statute has been properly administered. Treasury has not undertaken 
to determine what portion of the millions of watches which have come into 
the United States since 1940 were adjusted by manipulation after assembly. 
It is most certainly true, from my observation of Swiss manufacturing prac- 
tices, that a great number of such watches have been imported marked “unad- 
justed” without any attempt on the part of Treasury to question the marking. 
The importers have been allowed to write their own ticket. 


THE POSITION OF THE IMPORTERS 


The importers, quite naturally, support this argument. Moreover, they at- 
tempt to confuse the picture. I think they must admit balances are poised 
and that this is done for the purpose of producing a constant rate of perform- 
ance. They must admit also that alloys are now made and used in preparation 
of hairsprings and balance wheels to offset changes in rate due to changes in 
temperature. They must admit further that isochronism is compensated when 
a Breguet overcoil is used, or by use of hairsprings made from an alloy which 
contains isochronal qualities. They say, however, that this is not really adjust- 
ment; that adjustment is a question of degree; that for a watch to be really 
adjusted it must be tested and timed in various temperatures and positions, and 
that only the very finest watches are adjusted to this extent. Of course, this 
finds no support whatsoever in the statute. The fact that one manufacturer 
may do a better job of adjusting than another does not under this law excuse 
the manufacturer with the lower standards from payment of duty on the 
adjustments actually contained in his product. There is a duty imposed, also, 
according to the number of jewels contained in a watch movement, but no 
one suggests that only the movements containing the highest quality of jewels 
should pay the duty and that the others should pay none. 
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Moreover, from my own observation I am convinced that at least the ma- 
jority of Swiss watch movements are timed for two positions, and I am quite 
sure, as I have said, that a great many that come into the United States marked 
“agnadjusted” are manipulated after assembly in precisely the fashion which 
the importers even now admit constitutes adjustment. 


CONCLUSION 


The law is perfectly capable of enforcement. By a combination of examina- 
tion of the imported movements for physical evidences of adjustment and 
requirement of affidavits covering the methods of manufacture, the collectors 
of customs could ascertain whether or not movements are in fact adjusted. If 
used, the penalties provided for false marking are quite sufficient to insure 
compliance with the law. It has been our contention for many years that 
this responsibility was placed upon the collectors by Congress when it required 
the collectors to determine whether or not the movement is marked in accordance 
with the statute. If supported by Treasury, we believe that they will discharge 
this obligation. 


No. 5 


AMERICAN WATCH ASSOCIATION, INC., 
Washington, D. C., February 17, 1956. 
Hon. Jonn L. McCLeLian, 
Chairman, Senate Investigating Subcommittee, 
Senate Office Building, Washington, D. C. 

My Dear Mr. CuarrMan: This is in response to your letter of February 6, 1956, 
inviting the American Watch Association to submit additional pertinent informa- 
tion concerning the adjustment problem. 

While we appreciate this opportunity to supplement our earler statement, we 
are naturally disappointed with the decision of the subcommittee not to afford us 
an opportunity to make a full presentation before the members of your subcom- 
mittee and thereby to answer any questions that might be raised. Since the do- 
mestic watch manufacturers have apparently testified at great length about 
matters which we did not understand to be under consideration by your subcom- 
mittee, we feel that we should have been afforded an equal opportunity. The 
only other fair alternative, it seems to us, would be for the subcommittee to re- 
frain, in its pending report, from any discussion of those matters on which testi- 
mony was received from only one side. 

As we stated in our letter to you of January 26, 1956, we were surprised to read 
in your annual report, issued on January 25, 1956, that the subcommittee was 
considering such matters as the alleged defense essentiality of the domestic manu- 
facturers, as well as the “severe competitive disadvantage” which these firms 
claim they face relative to importer-assemblers of Swiss watch movements. Al- 
though we had discussed the adjustment problem on numerous occasions with 
your staff, and had twice testified in executive session, we were under the impres- 
sion that the sole question of interest to the subcommittee was whether or not 
the adjustment provision of the 1930 Tariff Act has been properly interpreted. 
The very first time that we became aware that these extraneous questions were 
under consideration was in your annual report—which was not published until 
several weeks after we had concluded our testimony. 

However, in view of your apparent desire to conclude the consideration of 
these matters without further hearings, we are submitting herewith additional 
facts bearing on these new points. We sincerely hope that you and other mem- 
bers of the subcommittee and your staff will give this supplemental statement 
the serious consideration which we feel it deserves. 


ALLEGATION NO 1—GOVERNMENT LOSS OF REVENUE 


The annual report of your subcommittee states that the basic allegation made 
by the domestic watch manufacturers is that imported watch movements “actu- 
ally are adjusted but are marked ‘unadjusted’ in order to void the tariff.” Asa 
result of this alleged evasion of duties, the annual report explained, it was 
further charged that there has been a “loss of revenue to the United States 
Government of at least $238 million since the act was passed.” 

As you know, the Treasury Department has recently completed an exhaustive 
study of the adjustments question both in this country and in Switzerland. 
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Based on this survey, the Customs Bureau has recently issued a proposed ruling 
which reaffirms its long-standing interpretation of the 1930 Tariff Act. 

The effect of this Treasury ruling is to reject, firmly and completely, the con- 
cept advanced by the domestic watch manufacturers that adjustments can some- 
how be “built into” the manufacture of a watch movement. The proposed 
Treasury ruling states flatly that the term “adjusted” as used in the 1930 Tariff 
Act refers to the skillful postassembly tests and manipulations which have tradi- 
tionally been associated with the adjusting process in the watchmaking art. 

It is also apparent from the Treasury ruling that importers, who have been 
consistently abiding by the 1940 Treasury decisions, have been correctly interpret- 
ing the letter and the spirit of the Tariff Act. If there has been any misinter- 
pretation at all, it has been of negligible proportion ; and the clarification of the 
1940 T. D. contained in the proposed Treasury ruling will give complete assur- 
ance that even these minor incidents, if any, will not occur in the future. 

In short, there has been no effort to evade the adjustment provisions of the 
statute, and charges to the contrary are unfounded, in the opinion of the Customs 
Bureau. It follows, therefore, that the forthcoming report of your subcommittee 
should clearly reject this basic charge of duty evasion, as well as the further 
allegation that there has been a serious loss in Government revenue. 


ALLEGATION NO, 2-—-EFFECT ON COMPETITION 


We should like to turn now to the allegation, also mentioned in your annual 
report, that failure to collect adjustment duties has resulted in “the placing of 
the United States watch-producing industry at a severe competitive disadvantage 
as compared to its counterpart abroad, particularly in Switzerland.” This 
change involves a series of questions—for example, What was the intent of 
Congress in enacting the adjustment provision? Has there been a drop in the 
market for domestically produced watches? Have the increased sales of Swiss 
imports stemmed from cost advantages or from other factors having no relation- 
ship to tariffs? Are tariffs high enough or should they be raised? 

Since these and other matters are integral elements in this allegation No. 2, 
we should like to comment on these points. 


(a) Intent of Congress 


As we explained in our earlier testimony, the legislative history of the 1930 
Tariff Act clearly demonstrates that Congress intended for adjustment duties to 
be applied only to the finer watch movements which have actually been subjected 
to the adjustment processes. Congress never intended for adjustment duties to 
be assessed on the great majority of imported movements, which are designed 
for medium and low-priced watches. The primary intent of Congress in approv- 
ing the provision was to prevent mismarking and to require the great bulk of 
watch movements entering this country to be marked as “unadjusted.” 

Since passage of the 1930 Tariff Act, the law has been consistently interpreted 
in this manner by the Treasury Department and by watch importer-assemblers. 
At no time have adjustment duties been assessed against popular-priced move- 
ments which are not subjected to postmanufacturing tests and manipulations. 

If the domestic watch manufacturers felt that the Treasury Department and 
the importer-assemblers have been misinterpreting the intent of Congress in 
passing the 1930 Tariff Act, and that such a misinterpretation was affecting their 
marketing position, why did they wait 25 years before bringing this situation 
to the attention of the Congress? Furthermore, if they believe that the law has 
been misinterpreted, why have they never challenged the Treasury decision in 
the courts? 

The answer is clear: The domestic manufacturers knew that they could not 
return to Congress soon after passage of the act and could never appeal success- 
fully to the courts because they knew the law was being interpreted properly. 
In fact, it was being interpreted in accordance with their own testimony about 
the meaning and purpose of the adjustment provision at congressional hearings 
on the 1930 Tariff Act. In brief, they know full well that their charge of a 
failure to collect adjustment duties is without merit. 


(b) Adjustment marking requirements—an aid to domestic manufacturers 
To the extent that the adjustment provision of the 1930 Tariff Act has had an 
impact on the relative marketability of domestic and imported watches, it has 


worked to the definite advantage of the domestic companies. This stems from 
the fact that the Tariff Act requires all imported movements which have not been 
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subjected to postmanufacturing testing and manipulation to be marked “unad- 
justed.” A similar movement produced in this country does not have to be 
marked— in fact, there is nothing which would prevent the domestic manufac. 
turers from marking such movements as “adjusted.” 

As a practical matter, the overwhelming percentage of movements imported 
during the past 25 years have been marked “unadjusted.” Domestic movements 
have generally been unmarked, although a substantial number have been marked 
“adjusted” even though they apparently were not subjected to actual adjusting 
processes. 

A reading of the legislative history of the 1930 Tariff Act demonstrates that 
the domestic manufacturers placed considerable emphasis on this marketing ad- 
vantage, and there is no doubt that the law has worked exactly as they hoped it 
would in this respect. Thus, again, it is apparent that the adjustment provision 
of the 1930 Tariff Act was not responsible for the fact that importation of Swiss 
movements has increased at a more rapid rate than domestic jeweled watch 
production. Quite the opposite; it has worked to the definite merchandising 
advantage of the domestic manufacturers. 


(c) Factors affecting relative sales of domestic and imported movements 


The domestic jeweled watch manufacturers have repeatedly claimed that their 
sales have dropped sharply since passage of the 1930 Tariff Act. As evidence, 
they point to an alleged dramatic decrease in their share of the watch market. 
The fact is that since passage of the 1930 Tariff Act, domestic production has not 
declined, it has actually increased. In 1930, domestic jeweled watch production 
totaled 1,330,000; in 1955, domestic production stood at 1,900,000 units, an in- 
crease of 30 percent. 

It is true that the importation of Swiss watch movements has increased at an 
even faster rate, but this has not resulted from a cost differential, as we shall 
explain below. Rather, it has been the direct result of improved designs and 
technology by the Swiss manufacturers, as well as more alert merchandising by 
American importer-assembler firms. 

As an example of the failure of the domestic watch manufacturers to keep 
pace technically with the Swiss, I should like to point out that the American 
market has, for many years, been showing a decided trend in the direction of 
watches containing special features such as self-winding movements, calendar 
watches, alarm watches, chronographs, stopwatches, etc. Although this trend 
has been going on for years, even today virtually none of these movements is 
produced in the United States. 

There is not, for example, a single United States company which manufac- 
tures ladies’ self-winding movements. Only one firm manufactures men’s self- 
winding movements. No domestic firm manufactures calendar watches, alarm 
watches, or any of the other advanced types and designs features by the Swiss. 

These are the types of movements which have created a huge expansion in the 
total watch market. They have excited the interest of the consuming public, 
and they account in large part for the increase in importation of Swiss watch 
movements through the years.. 

The public is attracted to these Swiss imports because of their enhanced 
qualities—not because they are inexpensive. As a matter of fact, one of the 
largest importer-assembler firms, whose line contains many special-feature 
products, recently testified that their average retail price was more than $100. 

At the present time, about one-third of all watch imports are composed of 
movements containing special features which are not available from the domestic 
manufacturers. Consumers are buying these modern Swiss timepieces because 
they want the added features. It is not a matter of price; it is purely a question 
of better, more modern products. 

If the American producers wish to expand their sales so as to obtain a greater 
proportion of the overall jeweled watch market, they should modernize their 
designs and operations so that they can offer special feature watches or other 
products which are competitive with the Swiss and which American consumers 
obviously desire. 

Curtailing imports will not bring about this result; quite the opposite. It will 
encourage the American companies to stand pat and assume that the Government 
will support their lag in technological development. 


(ad) Deceptive statistics concerning share of the market 


The figures which the American watch manufacturers use to cite their drop in 
the share of the market are fallacious and misleading. In computing these 
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statistics, the domestic manufacturers include in import figures millions of 
units which are not competitive with the products produced by the United States 
jeweled watch manufacturers. 

For example, a very substantial proportion of imports consist of nonbranded, 
low-jewel, inexpensive watches which are priced far below the products manu- 
factured by the four domestic firms, and are sold through different types of retail 
outlets. These low-jeweled imports, which generally retail for about $10, are 
actually competitive with products manufactured by the pin-lever industry (such 
as U. S. Time, New Haven Clock, etc.), rather than with the products manufac- 
tured by Elgin, Hamilton, or Bulova. 

At the other end of the scale is a substantial number of the very finest imports 
(Patek Philippe, Vacheron-Constantine, Audemar-Piguet, etc.) which, again, are 
not competitive with domestic manufacturers who produce no movements of a 
comparable price or quality. 

Finally, there is the very substantial number of imports (about one-third of 
the total) which contain special features not available from the American firms. 
A customer who wishes to buy an alarm watch or a chronograph, for example, 
bas no opportunity to purchase an American-made movement. 

Since the American jeweled watch manufacturers do not make products which 
compete with these special feature imports—or with the low-level, inexpensive 
imports—or with the finest, most costly imports—statistics concerning such im- 
ports should not be included in figures purporting to show the share of the market 
enioyed by the American manufacturers. 

The truth is that the domestic manufacturers enjoy a very substantial share of 
the market in which they are actually competitive. Instead of the 17 percent 
share of the market which they claim to possess, the domestic producers can 
actually boast of at least a 50-percent share of the watch market in which they 
are offering competition. 

Your committee may be interested to know that several months ago the Ameri- 
can Watch Association suggested a form of questionnaire to the Commerce De- 
partment which would show imports and domestic production divided by 6 special 
categories such as men’s self-winding, special features, etc., and also divided by 
4 major jewel count classifications. It is our understanding, however, that the 
domestic manufacturers are unwilling to report their production and imports by 
these categories. 

That information, if available, would make it possible for your subcommittee 
and other Government agencies to make a far more accurate judgment of 
the actual degree of competition between Swiss watch movements and watches 
of domestic manufacture. We are confident that such a breakdown would 
substantiate our position that the domestic manufacturers are now enjoying 
at least 50 percent of the market in which they are competitive. 


(e) Healthy profits of domestic manufacturers 


This subcommittee should understand that it is not a lack of capital nor 
a lack of profits which has prevented the domestic firms from making the 
necessary investment to modernize their operations. As a matter of fact, the 
domestic manufacturers at the present time—even as they plead before this 
subcommittee for additional Government assistance—are making substantial 
profits, and their sales and dividends are at a very high level. (I am attaching 
statistics from Standard and Poor’s, showing the financial history of these 
firms through the years.) 

Perhaps the situation was best summarized by Mr. Arthur B. Sinkler, the 
president of Hamilton and of the American Watch Manufacturers Association, 
when he spoke recently in New York City. The New York Herald Tribune of 
October 20, 1955, quoted Mr. Sinkler as saying he was “bullish” about the out- 
look for the watch business, stating that in his opinion 1956 will prove “a better 
year for the domestic watch industry than 1955, which shapes up as a good 
year.” Certainly these do not seem to be the words of a man who should be 
seeking additional help from the Government in the form of attacks on his 
competitors. 

Of course, a considerable part of the large current profits of the domestic 
manufacturers has resulted from their defense work. Nonetheless, it should 
be recognized that this Government aid in the form of defense contracts, provides 
substantial benefits to the watch operations of the four companies. 

It is apparent, however, that the domestic manufacturers are not using their 
large current earnings for technological improvements which will best insure 
their growth in the watch market. They are, apparently, using their earnings 
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to diversify to other fields. This diversification has had the effect of encouraging 
the domestic manufacturers to direct their attentions and their resources toward 
their new endeavors, and to neglect keeping pace with the latest technology in 
the watch industry. 


(f) Sharply curtailed imports—tiitle effect on domestic sales 


During the past 20 months, the Government has taken a series of actions on 
behalf of the domestic watch manufacturers. Generally speaking, these 
actions—such as the 50 percent increase in tariffs imposed in July 1954—have 
attempted to aid the domestic manufacturers primarily through indirect devices 
aimed at curtailing competition from imports. The result of this Government 
intervention has been a sharp decline in the importation of Swiss watch move- 
ments and a rapid shift in the character of the watch market. 

We are attaching certain statistics and charts which we recently presented 
before the interagency Watch Advisory Committee, headed by the Office of 
Defense Mobilization, showing the effect of the tariff increase and other actions 
on the importation of jeweled watch movements into the United States. These 
statistics show total imports, as well as imports of 17-jeweled movements—the 
latter being the watches which most directly compete with the products of the 
domestic jeweled watch manufacturers. 

In brief, this is what the figures show: 

(1) During the first 9 months of 1955, total jeweled watch imports declined 
by 639,348 units, or 8.57 percent below the similar period in 1954. 

(2) During the first 9 months of 1955, imports of 17-jewel movements de- 
elined by 910,884 units, or 19.65 percent below the similar period of 1954. 

(3) During the 9 months of 1955, cash value of imports from Switzerland 
dropped by $6,754,767, or 16.93 percent. 

(4) During the total 13-month period after the 50 percent higher duties be- 
came effective (September 1954 through September 1955, the latest month for 
which import figures were available at the time of the ODM presentation), total 
jeweled watch imports dropped by 2,444,490 units, or 18.5 percent, compared 
with the 13-month period (August 1953 through August 1954) which preceded 
the 50 percent increase. Imports of 17-jJewel movements dropped by 2,241,127 
units, or 27.7 percent, during this entire period. 

These figures and charts illustrate several rather interesting and dramatic 
points. First of all, they show that the injury inflicted by various types of 
Government action has been serious, and has resulted in genuine hardships 
both on Switzerland and on the American importer-assemblers. It must be 
remembered that during this period of decline for the watch importer-assembler 
industry, the general state of the American economy was booming. Our in- 
dustry, thanks largely to Government action, suffered a reversal of this national 
trend. 

These figures also indicate that during the first 9 months of 1955 there was 
a reduction of over 900,000 units in the importation of 17-jewel Swiss movements 
which are most directly competitive with American-made jewel watches. It 
would appear that if the claim of the domestic manufacturers that they were 
being injured by imports is correct, their sales should have increased sharply to 
offset this drop in imported products. In other words, if their claim is correct 
that their sales can be substantially improved by curtailing foreign competition, 
sales of the domestic plants should have picked up by approximately 900,000 
units during the first 9 months of 1955 when the jewelry business was better 
than in the preceding year. 

We assume from the fact that the domestic manufacturers are urging still 
further Government intervention that their sales have not picked up by any 
amount approaching the sharp drop in imports. This proves exactly what we ip 
the watch importer-assembler industry have always claimed: Government in- 
tervention designed to reduce imports cannot further the sales of additiona: 
domestic watches. 

The figures also demonstrate that there has been a shift in the type of watch 
movement imports away from the better grades and toward cheaper, low-jewel 
movements. The 50-percent increase in duties had its greatest impact on the 
17-jewel movement field where the dropoff in imports was severe. This trend 
in the market toward cheaper watches, caused basically by the intervention of 
our Government, has certainly not helped the domestic jeweled watch industry. 
Nor has it helped the established, brand-name importer-assemblers, whose market 
is the 17-jewel field. 
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If Government intervention, which has been largely responsible for the decline 
of nearly 28 percent in directly competitive imports, has failed to solve the 
problems of the domestic watch manufacturers, it is fair to ask: Will additional 
Government intervention aimed at further curtailing imports prove any more 
effective? Will the imposition of still higher tariffs, through the indirect device 
of a change in the adjustment provision, provide any real help to the domestic 
manufacturers? 

It seems to me that the recent experience of the watch industry demonstrates 
that the answer to these questions is clearly and emphatically “No.” Protee- 
tionist moves can hurt American importer-assembler firms, they can injure our 
international relations, they can force consumers to pay higher prices and 
decrease the total size of the market. But they can never be effective in 
expanding the sales of the domestic manufacturers, 

To increase their sales, the domestic producers must examine their own 
operations and make drastic changes in their designs, manufacturing, and 
merchandising. Certainly, the question of adjustments has nothing to do with 
their failure to produce the types of modern watches which the American 
consumer wants to buy. 


ALLEGATION NO. 3 EFFECT ON DEFENSE SKILLS 


We would now like to discuss the third allegation, mentioned in the subcom- 
mittee’s annual report, that failure to collect adjustment duties has resulted 
in the “loss of skills developed in the production of watches which are applicable 
and necessary to defense industries.” 

As previously stated, our basic contention is that there has been no failure 
to collect adjustment duties. Rather, the law has been enforced precisely in 
the manner intended by the Congress when it passed the 1930 Tariff Act. 

Beyond this, however, this allegation raises the basic question of the extent 
to which the domestic jeweled watch industry is essential to national defense. 
This is a matter which has been debated for several years, and on which there is 
conflicting opinion. The Defense Department, for example, conducted a very 
exhaustive survey of the question in 1954, and concluded that there are no 
military items procured from watch companies which are not also available 
from nonhorological firms. It advised against any Government help for the 
domestic jeweled watch manufacturers. 

On the other hand, an interagency committee, headed by the Office of Defense 
Mobilization, also issued a report in 1954 which ignored the Defense Department’s 
conclusions and stated that these firms were essential to national security and 
that domestic jeweled watch production should be maintained at an average out- 
put of not less than 2 million units in order to assure the employment of 4,000 
watch production workers, There is no doubt that this report has been accepted 
administration policy for the past 18 months, and that the series of actions 
which the Government has taken to curb watch imports has been motivated 
largely by its findings. 

In fact, the defeuse essentiality argument really lies at the heart of the con- 
tinuing threat of Government intervention faced by watch importer-assemblers. 


(a) Basic trade policy aspects 


The question of the defense essentiality of the watch industry has moved 
into the forefront of the basic battle between those who favor an expanded 
international trade policy for the United States and those who wish to revert 
to an era of protectionism. 

The watch industry happens to have been the first in which higher tariffs were 
imposed on grounds of defense essentiality. However, with the passage of H. R. 
1, with its provisions for protection of industries useful to defense, many other 
industries are now pleading for Government protection from foreign competition 
on grounds of their alleged essentiality to our security. In other words, action 
taken in the watch industry has tended to set a precedent, and the Government 
is now faced with the realization that steps taken to aid the watch industry 
(such as a change in customs regulations pertaining to adjustments) will 
inevitably have their counterpart in many other industries which have at least 
an equally good claim of defense essentiality. 

As a result, in recent months there has been growing doubt, both within and 
outside the Government, concerning the wisdom of using protectionist devices in 
an attempt to maintain America’s industrial mobilization base and to preserve 
skills necessary to the defense of our country. 


74602—56——15 
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For example, the Foreign Economic Policy Subcommittee of the Joint Comumit- 
tee on the Economic Report conducted an extensive study into various aspects of 
our international trade program and filed a unanimous report on January 5, 1956, 
calling for a reappraisal “of the whole concept of defense essentiality if it is not 
to dominate over other necessary factors in trade policy.” The report stated 
that “there are legitimate defense needs, but tariffs or quotas may be very poor 
ways to solve these problems.” 

From the broader aspect of our national security, the subcommittee pointed 
out that the United States cannot afford a policy of economic isolation. It stated 
that our true strength depends in large measure upon the economic health of 
our allies overseas, and this requires the ability of foreign countries to sell their 
goods in the United States. Furthermore, the report stressed, the spur of com- 
petition from abroad can be most useful in keeping our domestic firms on their 
toes and, thus, can increase their ability to aid in the defense program—a com- 
ment most pertinent to the current situation in the watch industry. 

For the past 20 years, the United States has generally recognized, under both 
Democratic and Republican administrations, the advantages of expanded inter- 
national trade. Recently, however, the United States has taken several actions 
which have caused our friends abroad to question the sincerity of our advocacy 
of increased trade. 

loremost among these actions has been the effort to curtail the importation 
of Swiss watch movements. A further step in this direction—such as the im- 
position of higher duties through a distortion of the adjustment provision— 
would be certain to create great antagonisms not only in Switzerland, but also 
in other European nations which depend heavily on trade with the United Staies. 
This is particularly true in view of the fact that there has been no recent develop- 
ment which would tend to justify such a move involving the collection of addi- 
tional duties on adjusted watch movements. 

As a matter of fact, there has been no substantial change in those phases of 
the watchmaking art affecting the adjustment problem since 1936, when the 
United States-Swiss trade agreement was signed. At the time of that agreement, 
the same types of alloys were being used in watch springs and balance wheels 
that are being used today, and the tariff provision pertaining to adjustments 
was being interpreted by the Treasury Department and importer-assemblers in 
exactly the same manner as today. In signing the trade agreement, both the 
United States and Swiss negotiators assumed that the adjustment provision 
would continue to be administered consistently, as has actually been the case. 

There is no doubt that if the United States should suddenly take unilateral 
action to change the manner in which adjustment duties are assessed, so as to 
impose additional duties, this would be a direct violation of the 1936 trade agree- 
ment. It would require another round of concessions by the United States 
affecting many other industries—probably including such industries as machine 
tools and photographic equipment, which are at least as important to national 
defense as the watch industry. 

In view of the fact that the escape clause was invoked in the United States- 
Swiss trade agreement only a year and a half ago, it is not hard to understand 
why a second renunciation of this agreement by the United States would antag- 
onize those nations on whom the United States must depend in its global se- 
curity plans. Certainly, it is hard to believe that such a move would aid our 
national defense. 


(b) Review of problem concerning defense skills 

The reexamination of the defense essentiality problem which was recom- 
mended by the Foreign Economic Subcommittee is already being undertaken 
by the executive branch. It is our understanding that basic Government policy 
concerning the proper approach to the preservation of essential skills is now 
under comprehensive review by the Office of Defense Mobilization and other 
agencies, 

Many leading industrialists, not connected with the watch industry, have 
also joined in this effort to find a more satisfactory solution to the problem 
of preserving our mobilization base. These industrialists recognize that the 
present Government policy, as typified by the ODM report on the jeweled watch 
industry, is threatening to lead to widespread barriers to international trade 
affecting all basic American industries—unless a better approach is developed. 

Like the Joint Economic Subcommittee, these industrialists are aware of the 
fact that there is an element of defense essentially in all manufacturing indus- 
tries. In time of all-out hostilities, every manufacturing firm is capable of pro- 
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ducing some items which can be useful to the armed services, Certainly, no one 
can deny that industries capable of manufacturing to close tolerances, such as 
the jeweled watch industry, can play an important role in the manufacture of 
munitions, On the other hand, there is serious question as to whether these 
industries can or should be helped through tariffs and other techniques which 
inevitably (a@) injure other American firms, (6) threaten the employment of 
other skilled American workers, (c) force consumers to pay higher prices, and 
(d) play havoc with our international relations. 

Within the past 2 months, there have been several meetings between appro- 
priate Government agencies and leading American industrialists who are inter- 
ested in the problem of preserving an adequate mobilization base. Essentially, 
the position taken by these industrialists has been as follows: 

(1) Production practices, particularly in the field of close tolerance manu- 
facture, are going through a Virtual revolution. This revolution involves the 
breaking down of jobs which formerly required great skills and lengthy training 
periods into lesser jobs which can be performed largely by machines and by 
relatively unskilled production workers. 

(2) This revolution is causing the training period of production workers to 
decline rapidly as job specialization increases and as automatic tools are 
developed. 

(3) On the other hand, the trend places increasing importance on engineer- 
ing and tool design functions which can be carried out only by trained and 
talented engineers. It is these men who are truly essential to modern industry 
and whose skills must be maintained. 

(4) The types of engineering and tool design skills which are vital to mili- 
tary production are not centralized in any one industry. They are found in 
a large number of companies which deal in close-tolerance production, and their 
talents are sufficiently flexible so that they can switch from one industry to 
another with relatively little difficulty. 

(5) The United States Government’s policies with respect to strengthening 
the mobilization base should be refocused away from protecting production 
workers toward methods of preventing bottlenecks from developing in engineer 
ing and tool design talent generally. 

(6) Constructive action on the part of both government and industry calls for 
a direct attempt to enlarge and improve these essential critical skills, rather 
than the present system of indirect action which attempts to preserve valuable 
skills in the engineering pool by use of high tariffs or other import restrictions, 
aimed primarily at preserying employment of production workers. 

In terms of the problems of the watch industry, this general program calls for 
a reexamination of the present Government policy of attempting to preserve the 
jobs of production workers at watch plants. With mcdein manufactur ng tech- 
niques, production line workers capable of manufacturing watches or other close- 
tolerance, miniaturized items can be easily and quickly taught in a matter of 
days or, at the most, weeks. 

The truly important skills of the watch industry are found in a relatively few 
key engineers, designers, and machine tool experts. These same types of criti- 
cal skills are found in many other plants handling production to close toler 
ances. To protect and strengthen the critical skills of these keymen, it is not 
necessary to produce any given number of items nor to protect production work 
ers in any one industry. 

The preservation of the important skills found in the watch industry, and in 
other industries which deal with close-tolerance manufacturing, can and should 
be achieved by direct means which do not jeopardize American foreign policy 
and do not interfere with competitive relationships within various segments of 
any industry. 

As we emphasized in our earlier testimony before your subcommittee, the 
watch importer-assembler industry is fully as American in character as the 
domestic manufacturers; and our thousands of employees possess comparable 
skills and are equally available to the Government in wartime. In this rega d, 
it should be understood that the record of military production by watch im- 
porter-assembler firms during World War II was at least as good as that of the 
domestic watch manufacturers. Importer-assemblers produced the same types 
of fuses and other precision products, in comparable quantities, and in many 
instances with better quality and at lower cost. Surely, it makes no sense for the 
Government to attempt to aid workers in one segment of an industry through 
techniques which impair the jobs of other, equally skilled Americans in another 
segment of the industry. 
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In our recent appearances before the interagency Watch Advisory Commit- 
tee, We suggested the appointment of an impartial group of manpower and pro- 
duction specialists to determine precisely which skills in the watch industry and 
other industries dealing with precision products are truly important to national 
defense. We also suggested that such a study should determine the best meth 
ods of preserving and expanding the base of these critical skills. 

We pointed out that these key skills should be viewed from the standpoint 
of their abundance or scarcity throughout American industry, not merely in 1 
industry or 1 company. Efforts to preserve the key skills should be pinpointed 
to achieve maximum effectiveness with least cost. Scatter methods—attempting 
to a’d entire industries in order to preserve the jobs of a relatively few essen- 
tial engineers—are obviously wasteful and probably ineffective. 

Finally, we expressed the conviction that techniques such as technical as- 
sistance, Government aid for training schools, tax incentives for plant mech- 
anization, interchange of engineering know-how between industries and with for- 
eign countries, and other governmental programs aimed directly at the skills 
problem should be examined in preference to such indirect and ineffective tech- 
niques as tariffs, quotas, or subsidies. 

It is our understanding that the Watch Advisory Committee and other Gov- 
ernment groups are now considering these and other proposals. Whether or not 
the specific recommendations of our association are accepted by the Government, 
it is readily apparent that the problem of maintaining an adequate mobiliza- 
tion base goes far beyond issues of the jeweled watch industry. 

Certainly, the question of whether or not adjustment duties have been prop- 
erly collected has nothing to do with whether America now has an adequate 
pool of skilled employees capable of producing to precision tolerances. Further- 
more, it is most apparent that the problem of maintaining an adequate defense 
base cannot and should not be approached through techniques such as a dis 
tortion of the adjustment provision in order to obtain a higher tariff. Nothing 
could be more shortsighted or futile from the standpoint of protecting the true 
interests of the American people. 

In closing, Mr. Chairman, may I reiterate the opinion which I expressed to 
you in my letter of January 26 that your subcommittee, in its forthcoming report, 
should restrict itself to the problem which we understood to be under considera- 
tion: namely, whether the adjustment provision of the 1930 Tariff Act has been 
properly interpreted or whether there has been a failure to collect duties. As is 
apparent from the scope of this letter, such additional issues as defense essen- 
tiality and competitive relationships within the watch industry are exceedingly 
complex and should not be considered as a mere sidelight of the adjustment dis- 
pute. 

We respectfully request that this statement, which presents some of the ele- 
ments which we feel to be pertinent to any consideration of the broader issues 
presented by the domestic manufacturers, will be placed in the record of your 
hearings on the adjustment problem. 

With kind personal regards, 

Very truly yours, 
SAMUEL W. ANDERSON, President. 
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APPENDIX A 


United States imports, jeweled watches and watch movements 


Total imports | 16-17-jewel imports 


1953 1954 | = 1955 54 | «1955 


January o 748, 506 582, 926 169, 689 507, 97! 361, 853 | 249, 729 
864, 206 25, 196 652, 65€ 575, 392 524,171 | 378, 938 

, 004, 561 v1, 929 683, 031 709, 050 523, 917 | 344, 419 

914, 249 708, 903 710, 095 604,411 | 444, 057 | 383, 483 

922, 432 | 661, 236 | 866, 039 | 612, 472 | 411, 475 465, 701 

, 059, 409 851, 009 | 913, 403 690, 789 | 545, 917 | 521, 938 

’ aia = , 127, 361 | , 026, 571 769, 573 | 701, 629 | 648, 174 445, 211 
August = : 972, 429 1, 178, 916 730, 799 543, 324 610, 425 | 351, 834 
584 281 


So) — ? ‘ , 522, 416 | 921, 821 , 113, 894 940, 986 566, 429 | 
OCT co Slte ote ew , 531,570 | 1,041, 626 | oe 904, 348 589, 879 J-~- 
November es . 1, 584, 157 | , 194 = 7 982, 707 639, 021 |__- 
December cans , 025, 735 700, 526 se 648, 825 351, 294 \- 


NOTES 


1) Increase in tariffs announced on July 27, 1954, and became effective Aug. 26 
954 was first month to reflect full impact of higher duties. 


, 1954. Thus, September 
otal imports since September 1954 (i. e., through September 1955, the latest figures available) were 

,767,895 units. During similar 13-month period prior to increase (August 1953-August 1954), total 
mports amounted to 13,212,385 units 

3) Imports of 17-jewel units since September 1954 totaled 5,872,157. During 13 months prior to increase, 
7-jewel imports totaled 8,113,284 

(4) During first 9 months of 1955, total imports were 6,909,179, compared with 7,548,507 units in same 
veriod of 1954. 

5) During first 9 months of 1955, 17-‘ewel imports were 3,725,534, compared with 4,636,418 in same period 

1954. 


74602—56———16 
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U.S. JEWELED WATCH IMPORTS 
1953-1955 


MILLIONS OF 
WATCHES / TOTAL IMPORTS 
MOVEMENTS L TARIFF INCREASE 


4 


17 JEWELED MOVEMENTS 


COMPARISON OF JEWELED WATCH IMPORTS 
BEFORE” AND AFTER” TARIFF INCREASE 


MILLIONS OF 
WATCHES / 
MOVEMENTS 
4 


TOTAL IMPORTS BEFORE 
| / TARIFF INCREASE 


a 
q TOTAL IMPORTS AFTER 
Wa ranice increase 


_17 JEWELED IMPORTS 

: -_ TARIFF INCREASE 
et? JEWELED IMPORTS 
ARIF 


4Q 


4 3rd QUARTER 1953 THROUGH 3rd QUARTER 1954 B 3rd QUARTER 1954 THROUGH 3rd QUARTER 1955 
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APPENDIX C 


Financial data on leading domestic companies from 1937 to 1954 


HAMILTON WATCH CO. 


Net sales Net Income | Total assets Net working 
capital 


} 
1937 ; > ale insane’ $7, 530,000 | $1,270,000 | $7, 600,000 $4, 466, 000 
1938 Saks d 5, 350, OL0 | 680, 000 | 7, 200, 000 4, 430, 000 
1939 y 5 7 6, 490, 000 820, 000 7, 860, 000 4, 570, 000 
1943 ‘ -.----} 10,080, 000 580, 000 10, 000, 000 | 5, 130, 000 
1944 d ‘ ‘ within dite ‘ ea 11, 350, 000 740, OO 9, 900, 000 5, 430, 000 
1945 ate eenhes ‘ " 11, 830, 000 | 630, 000 | 8, 500, 000 | 6, 200, 000 
eee 10, 980, 000 930,000 | 10, 600, 000 6, 680, 000 
1947_. d bas 15, 600, 000 830, 000 | 11, 000, 000 6, 750, 00 
1948 ‘ . “ 19, 980, 000 1,710, 000 | 12, 600, 000 7, 570, 000 
1949 . : ; os : 18, 740, 000 1, 420,000 | 13, 500, 000 7, 820, 000 
1950 19, 040, 000 1, 480, 000 13, 600, 000 8, 250, 000 
1951 ‘ bine ibbiees i vaoi 17, 340, 000 970,000 | 19, 800, 000 9, 730, 000 
1952 ~~ ‘ hetnawiaiet 19, 42u, 000 | 530,000 | 22, 300, 000 9, 510, 600 
1953 : et 33, 180, 000 1, 530, 000 24, 200, 000 10, 530, 060 
1954... ' phic 31, 160, 000 1, 570,000 | 20, 600, 000 10, 140, 000 


BULOVA WATCH CO., INC. 


100F. eal ee weubicsié $15, 750,000 | $2,510,000 | $7,500,000 | $5, 710, 000 
1938... utscnininineiedlilia | 10, 590, 000 2, 510,000 | 10, 200, 000 6, 030, 000 
1939... ee as & ; 14, 760, 000 1, 460, 000 | 9, 700, 000 7, 090, 000 
1943 : 3. hei 33. 790, 000 1,924,000 | 19, 500, 000 12, 670, 000 
1066: 05. aie eiies bisisud sennee----| 46,520,000 2, 450,000 | 23,800,000 | 11, 140, 000 
LOGI, .:\edtethbcconeed ts canta _----»-| 40,960,000 | 3, 490, 000 21, 600, 000 15, 580, 000 
1946 = as es 38, 390, 0U0 3, 890, 000 27, 500, 000 15, 370, 000 
900752030. SA 5, 230,000 | 31,600,000 | = 21, 880, 000 
1948 ; esarbcinsiis ia : 50, 850, 000 5, 360,000 | 33, 500, 000 | 22, 200, 600 
1908: not abaceinan inane tenndn ann acd 44, 620, 000 3,570,000 | 33,600,000 | 23, 470, 000 
1950 hon = ; 49, 696, G00 3,910,000 | 41,000, 000 | 27, 750, 000 
1001.2 c ; co 53, 260, 000 2,650,000 | 43,800,000 | = 27, 156, 000 
1952 igthici decgt Siasties -| 60,710, 000 2, 680,000 | 50, 300, 600 | 23, 480, 000 


1954 7s on 7 ~osmubansl Tae 2, 950, 000 
! ! 


58, 700, 000 29, 910, 000 


1953_. , died ih bieesiiniiie | 69,370,000 2, 20,00 | 56, 700, 000 23, 890, 000 


ELGIN NATIONAL WATCH CO. 
Year Net sales | Net income | Total assets 
Bia i a ek i el ee 
| 

1937 $11, 040,000 | $1,400,000 | $14, 720, 000 $9, 150, 000 
1938 2 i Keatids oeudees 6, 780, 000 690, 000 9, 290, 000 
MOOD, isiuitaie ats ude iis . eee 9, 160, 000 | 1, 210, 000 5 9, 750, 000 
1943_._. il ea lel aerate ...| 20,820,000 1, 140, 000 22, 700, 12, 840, 000 
1944... iendtennan onan ne kane .-.| 21, 630, 000 | 970, 000 : 13, 360, 000 
1945_. vee Rideccbidn oi bmentiddcie ...| 20,680,000 1, 050, 000 13, 770, 000 
ee one re biel. coches 17, 690, 000 | 1, 130, 000 18, 140, 000 
LG crete Hien sala | 22, 160,000 | 1, 390, 000 13, 200, 000 
1948 DSi A kee ete nek . | 28, 480, 000 1, 710, 000 13, 720, 000 
1949 ‘ ‘ ..-| 27,630,000 1, 620, 000 14, 120, 000 

1950 Sb ae, od diedtnat ' ibe sedeuah 30, 200, 000 1, 740, 000 
NN a peiaianiteniLéediinioal 42, 720, 000 1, 780, 000 24, 960, 000 
1008. 20.25 ee eS ee ae 6.52 : 50, 800, 000 1, 550, 000 25, 210, 000 
10GR. iit 37s...) Les San bOwdsel 56, 720, 000 | 2, 050, 000 | 26, 250, 000 
--.--| 60,090, 000 1, 560, 000 | 25, 650, 000 


} 
| Net working 
capital 
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No. 6 


AMERICAN WATCH MANUFACTURERS ASSOCIATION, INC., 
Washington, D. C., May 10, 1956. 
Senator Joon L. McCLeLian, 
United States Senate, 
Washington, D.C. 

Drar Senator: We are writing to you as chairman of the subcommittee of the 
Committee on Government Operations which held hearings last summer respect- 
ing the noncollection of duties on adjustments in imported watches. Since we 
appeared before your subcommittee, representatives of the importers of Swiss 
watches have appeared on two occasions, and it is only natural for us to suppose 
that they have made to your committee the same misleading statemetns which 
they have recently been making to the Office of Defense Mobilization and to the 
press on the watch tariff question in general, and on the question of the essen- 
tiality of the domestic jeweled watch industry to national defense in particular 
We do not like these statements to go unchallenged wherever they are made and, 
consequently, I would like to give a brief résumé of some of them and the answers, 
with the request that this letter be included in the record of your hearings. 


THE ARGUMENT THAT IMPORTS OF SWISS WATCHES HAVE BEEN SHARPLY CURTAILED 
AS A RESULT OF THE 1954 INCREASE IN DUTIES ON IMPORTED WATCHES, WITHOUT 
ANY BENEFIT TO THE AMERICAN INDUSTRY 


Using statistics only for the first 9 months of 1955, the importers say that 
imports from Switzerland declined by 640,000 units or 8% percent below the 
similar period of 1954, and that imports of movements containing 17 jewels 
declined by 910,000 units or 19 percent below the similar period for 1954. The 
eategorical statement is then made that this decline in imports was due to the 
increase in watch tariffs in July of 1954, which was effective in August 1954. 

The importers know that this is not a fact. The decline in watch imports in 
both 1954 and 1955 was due to a saturation of the United States market by a 
great oversupply during 1953 and the 2 preceding years. 1953 was the all-time 
record high for exports of Swiss watches to the United States. To achieve the 
1953 level, the Swiss had to employ several thousand foreign workers, draw 
workers from the machinery and equipment industry, recruit young workers 
from the agricultural cantons, and make allowance for retention of workers 
beyond normal retirement age. This was reported in the publication Journal du 
Jura of September 25, 1954. The result was a tremendous inventory of both 
imported and domestically manufactured watches overhanging the market in 
1954 and the first part of 1955. A Foreign Service dispatch from the American 
Embassy at Bern, dated December 3, 1954, reported that “by the end of 1953 
it was widely recognized that the worldwide watch market was reaching a satura- 
tion point, at least temporarily, and that some retrenchment might be necessary.” 
That retrenchment began in the winter and spring of 1954, before the tariff 
increase. This is confirmed by Foreign Service dispatch from the American 
Embassy at Bern, dated August 24, 1955, which contained the following state- 
ment: “The slump in business activity in the United States in 1954, combined 
with the accumulation of stocks in dealers’ hands as a result of record watch 
imports the previous year, was probably more important than the tariff increase 
in accounting for the reduction of watch exports to the United States” [in 1954 
and the early part of 1955]. 

But this is not all. The importers, it will be noted, are using statistics for only 
the first 9 months. The statistics for the full year are quite different. During 
the fall of 1955 the watch market was recovering from the saturation of 1953 and 
1952 and was moving into another period of similar oversaturation which is 
continuing to the present time. For example, whereas the importers say that 
total watch imports declined during the first 9 months of 1955, statistics for the 
full year show that total watch imports for 1955 actually exceeded total imports 
for 1954. And whereas they say that imports of 17-jewel movements declined 
by 19 percent during the first 9 months of 1955 as compared with 1954, statistics 
for the full year of 1955 show that the decline was only 10 percent. The im- 
porters did not use the statistics for the full year because they were perfectly 
aware of the tremendous increase in imports during the last 3 months of 1955. 
Moreover, they know that during the first 3 months of 1956, watch imports ran 
ahead of imports for 1953, the peak year. Total imports through March of. 1956 
were 2,792,000 as compared with 2,725,000 for 1953. 

From the misleading statistics showing a decline in watch imports for the first 
9 months of 1955, the importers are seeking to have those concerned with the 
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watch problem in the Government draw the conclusion that the tariff increase 
did not help and will not help. They cite the fact that American production also 
failed to increase appreciably in 055, while imports were decreasing, and say 
that this proves that a tariff will not help. Their argument is fallacious, of 
course, because it is based on the premise that the tariff caused the reduction in 
imports, whereas the facts show there was a reduction both in imports and 
domestic production because the American market was glutted. 


THE ARGUMENT THAT THE STATISTICS SHOW THAT THE AMERICAN INDUSTRY HAS 
50 PERCENT RATHER THAN 17 PERCENT OF THE AMERICAN MARKET IS DECEPTIVE 


The importers admit that the American industry has now been reduced to the 
point where it produces less than 20 percent of the total apparent consumption 
of jeweled watches in the United States, but they attempt to avoid the implica- 
tions of the fact that Swiss imports have taken over an unreasonable proportion 
of the American market by urging that the American-made watches are not com- 
petitive with a great portion of the Swiss watches. These they refer to as 
“specialty watches” and include automatics, calendar watches, date watches, 
etc., in the designation. In the first place, there are no statistics available as to 
the total number of such watches which come into the United States, and the 
suggestion by the importers that they represent one-third of all watch imports is 
an exaggerated guess. (The president of the importers’ trade association, Mr. 
Samuel Anderson, has several times suggested that the absence of such statistics 
is due to a refusal of the American manufacturers to agree to furnish statistics 
on their own manufacture of such watches to the Department of Commerce. A 
check with the Department of Commerce would, we believe, show that it was 
due rather to the failure of Mr. Anderson to obtain from the importers an agree- 
ment to furnish full statistics on imports which the Department of Commerce 
had asked both the importers and the domestic producers to furnish. ) 

However, the answer to the argument is not only that the statistics used are 
fanciful. It is completely fallacious to suggest that a watch which contains some 
special feature does not compete with any other watch. A consumer who pur- 
chases a watch with a special feature is not on the market for the purchase of 
any other watch with or without a special feature. All watches compete with 
one another for the consumer’s dollar. This also applies to price differentials. 
The lower priced imported watches compete with both the higher priced Ameri- 
can-made watches and the higher priced imported watches. 

The suggestion that the American manufacturers are not capable of making 
specialty watches is, of course, an absurdity. The American manufacturers 
can make and do make specialty watches, although not to the extent that they 
are made by Switzerland. ‘The Swiss industry supplies over 90 percent of the 
watches for the whole world outside the United States and over 80 percent of 
the domestic market. With such volume they can tool up and make watches 
which the American industry cannot manufacture economically because of in- 
adequate volume over which to amortize development and tooling costs. 

Mr. Arde Bulova, president of the Bulova Watch Co., has testified on the 
general question of efficiency in the American industry as compared with the 
Swiss industry on a number of occasions. Since he operates factories both here 
and in Switzerland, he is better qualified than anyone else to speak on this 
question. His testimony has been that the American industry is just as effi- 
cient as the Swiss industry and, if anything, more so. The claim that the 
American industry is somehow technologically backward is akin to the state- 
ment which Mr. Anderson has made that the American manufacturers are “not 
capable” of producing watches in this country completely. He refers, of course, 
to the fact that the industry finds it cheaper to import jewel bearings from 
Switzerland than to make them in the United States. Mr. Anderson does know, 
or Should know, better than to state that the American industry is not capable of 
producing jewel bearings, because all three of the companies do produce jewel 
bearings on a pilot line basis in order to be prepared in case the supply from 
Switzerland should be cut off. Moreover, during the war when the supply of 
bearings was interrupted, the American manufacturers produced these bearings 
and used them by the millions in military timepieces. 

It is ironical also that the importers are complaining that the American manu- 
facturers are using part of their earnings for the development of diversified 
products. The importers suggest that all of the earnings should be devoted to 
development of new watches. The irony lies in the fact that in the 1952 tariff 
hearings one of the most strident pleas of the importers was that the American 
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industry was backward in not diversifying into other fields, while now the 
industry is being condemned for having taken such steps. One would naturally 
suppose that rather than condemn the American industry for diversifying, the 
Swiss would diversify their activities to a greater extent in order that the Swiss 
economy might not be so dependent upon the economic status of its jeweled watch 
industry. 


THE ARGUMENT THAT THE AMERICAN JEWELED WATCH INDUSTRY IS NOT ESSEN- 
TIAL TO NATIONAL DEFENSE IS A REAL DISSERVICE TO THE NATION 


The question of the essentiality of the watch industry has been the subject 
of so many studies that I will not attempt to review them here in this letter. 
Instead I am enclosing a collection of many statements respecting the importance 
of the watch industry to national defense made during recent years in various 
contexts and by many different individuals or official bodies. I request that it 
also be made a part of the record of your proceedings. No group which has 
ever really studied the watch industry fer the Government has ever reached 
any conclusion except that the industry is essential. No one but the importers, 
the Swiss watch trust, and some other persons who are dedicated to single- 
minded development of free trade have contended otherwise. 

As you may know from the press, the Office of Defense Mobilization is now 
studying again the essentiality of the watch industry. The importers, moti- 
vated solely by their desire to retain and expand their hold on the domestic 
watch business, are urging the Office of Defense Mobilization to discard its 
fundamental concepts of a mobilization base. They urge that production skills 
are no longer important, due to progress in automation, and that the country 
need only preserve and develop a national pool of engineers, designers, and 
machine tool experts. They say that “with modern manufacturing techniques 
production-line workers capable of manufacturing watches or other close- 
tolerance, miniaturized items can be easily and quickly taught in a matter of 
days or, at the most, weeks.” From this point the argument becomes rather 
vague, but apparently proceeds on the thesis that so long as there are some- 
where in the country capable engineers, designers, and toolmakers, any pro- 
duction organizations needed can be put together by recruiting production work- 
ers and welding them and the men possessing specialized skills into a producing 
organization. 

A more theoretical and impracticable suggestion could hardly be devised. In 
a real emergency only a complete and smoothly functioning organization can 
quickly and efficiently supply the needs of the military. Even if the toolmakers, 
engineers, and designers with the requisite skills were available outside of 
the watch industry to permit the manufacture of military timepieces and re- 
lated products, it wotld be impossible to train the production workers without a 
eadre of experienced production workers, foremen, and supervisors. In order 
to achieve production an experienced and well-trained supervisory force is just 
as important as the engineers, toolmakers, and designers. Without an ade- 
quate going concern the know-how of the engineers, designers, and toolmakers 
cannot be converted into finished material. And in the case of jeweled watch 
movements or their equivalent in timing devices, production by any organiza- 
tion outside the industry itself is impossible in less than a matter of years. 

The emphasis placed by the importers upon engineers, toolmakers, and de- 
signers enhances, rather than detracts from, the many findings that the industry 
is essential. Most of the studies which have been made have recognized that 
these are the most important and unusual skills in the industry, and that there 
are many which are unique to the watch industry. The studies have generally 
reached the conclusion that production must be maintained in order to pre- 
serve these special skills as parts of producing units capable of expansion in 
case of emergency. 

In the face of the overwhelming informed opinion that the jeweled watch 
industry is essential to our military forces, it seems to us rather unreasonable, 
to say the least, for the Swiss watch cartel and the importers of Swiss watches 
to attempt to persuade those responsible for our national safety that a modest 
jeweled watch industry should not be preserved in the United States. We most 
certainly hope that you and the members of your committee will not be misled 
on this vital question, whatever your conclusions may be on the technical prob- 
lems surrounding the collection of duties on adjustments. 

Sincerely, 
Pav. Mickey, Vice President. 
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PARTIAL COLLECTION OF STATEMENTS MADE CONCERNING DEFENSE BESSENTIALITY 
or Watcn INDUSTRY 


In a letter dated November 8, 1944, to C. M. Kendig, then president of Hamilton 
Watch Co., Rear Adm. G. F. Hussey, Jr., Chief of the Bureau of Ordnance of the 
Navy Department, stated that— 

“It is freely acknowledged that the contribution of the several companies 
forming the American Jeweled Watch Association to the war effort has been 
concrete and substantial. In the field of the mechanical time fuse alone, there is 
no question but that more progress has been made since the introduction of the 
associated companies into the engineering and production picture than had been 
made in any corresponding previous period. There is definite ground for the 
belief, in fact, that the present highly satisfactory status of these fuses would 
not have been achieved without the technical skill of these companies. 

“In view of the above it seems logical in the extreme that the American 
jeweled watch industry should be kept alive, if for no other reason as a protection 
to the Armed Forces in the event of future world conflict.” 

In a letter dated December 23, 1944, to Mr. Kendig, Rear Adm. BD. L. Cochrane, 
Chief of the Bureau of Ships of the Navy Department, wrote that— 

“On the assumption that in the postwar period the United States will under- 
take to maintain a strong naval arm and an adequate merchant fleet, it appears 
highly desirable to keep available for the future needs of the Navy and the 
merchant marine the sources of production of precision horological instruments 
which have been developed during the war.” 

In &@ memorandum to the War Production Board dated February 23, 1945, 
Lt. Col. R. R. Winters of the Aircraft Section, Supply Division of the Air Corps, 
stated that— 

“Accurate watches are vital to operations of the AAF. Any shortages of watch 
production resulting in the Air Forces’ receiving fewer watches than required 
would seriously affect long-range air operations.” 

On November 14, 1945, Lt. Gen. L. H. Campbell, Jr., Chief of Ordnance of the 
War Department, wrote to Mr. Kendig that— 

“The Ordnance Department is interested in conserving this potential produc- 
tion asset as contained in the watch and clock industry of the country. I have 
had conversation with other watchmakers on this same subject and can only 
hope that something may be done.” 

On December 5, 1945, Brig. Gen. A. K. Crawford, Acting Assistant Chief of Air 
Staff for the Army Air Forces, wrote to Mr. Kendig— 

“The important part played by the domestic watch industy in the production 
of instruments of many types required by the Army Air Forces as well as for 
other military materiel during the recent war is thoroughly appreciated by the 
Army Air Forces, and you may feel assured that recommendations have already 
been made to the Office of the Under Secretary of War that appropriate steps be 
taken to assure the maintenance of a sound jeweled and nonjeweled watch and 
clock industry in the United States for the purposes of national defense.” 

On January 7, 1946, James F. Byrnes, the wartime Director of War Mobiliza- 
tion, ‘wrote: 

“During the war the United States watch manufacturing industry was almost 
completely engaged in production of timepieces and precision instruments for 
the Armed Forces. The War and Navy Department state that the United States 
could not successfully have fought the war without these instruments, and, 
further, that their production requires special skill which cannot be found in 
any Other domestic industry. They state that the preservation of these skills is 
essential to our national security.” 

The United States Tariff Commission in 1947, in its War Changes in Industry 
Series Report No. 20, Watches, states (p. 123) that— 

“Except for the existence of established manufacturers of jeweled watches of 
quality, the Army and Navy could not have procured precision time instruments 
of the high quality and in the large quantities and in the limited time in which 
they did. In any future national emergency the Army and Navy would again 
almost certainly be dependent on such manufacturers. The continued existence 
of facilities such as these manufacturers possess may therefore be regarded as 
essential to the maintenance of national security.” 

On November 30, 1948, Mr. F. C. Elliott, of the National Security Resources. 
Board, stated that upon the basis of the NSRB’s study and a review of reports 
made by the War Production Board, the jeweled watch manufacturing industry 
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was one of the four most important in this country from the standpoint of 
national defense. 

In a letter dated March 1, 1950, the Director of the Staff of the Munitions 
Board stated : 

“We feel that the maintenance of at least a minimum level of operation within 
the [jeweled watch] industry is vital to the defense of the United States and 
should be preserved.” 

On March 17, 1950, Mr. Hubert Howard, Chairman of the Munitions Board, 
wrote to Senator Scott Lucas as follows: 

“In any appraisal concerning the adequacy of this industry, we have recog- 
nized that the industry is unique in that its position does not follow the accus- 
tomed American industrial pattern where the major portion of the demand of 
the domestic market is met with goods of American manufacture. Quite the 
opposite is true in the case of the American jeweled watch industry, where ap- 
proximately 70 percent of the jeweled watches sold domestically contain complete 
Swiss movements. 

“This creates a situation where the domestic industry gears its normal, full- 
time production goal to an approximate one-third segment of the total American 
jeweled watch market. Continued maintenance of those portions of their business 
important to national security, such as engineering skills, designers, etc., is 
dependent on sales to that one-third segment. Any appreciable shrinkage in this 
sales volume would further curtail this nucleus of productive capacity on which 
we would largely depend for expansion in wartime. 

“Assuming that we will have to rely exclusively on our domestic capacity to 
produce timepieces and related items in a future emergency, and based on an 
analysis of our experiences in the last war, I believe that the preservation of 
a minimum level of domestic productive capacity is absolutely essential.” 

On May 9, 1950, in another letter to Senator Scott Lucas, and after having 
caused a special study to be made of the problem, the Chairman of the Munitions 
Board reported : 

“As I pointed out in my prior letter, the maintenance of a healthy watch in- 
dustry is essential to the national security. In addition to the items which it 
alone can produce, the industry undoubtedly would again be called upon for 
the production of other items of which it is not the sole producer. In view of 
this, it is our feeling that, as a matter of precaution against probable future 
needs, every effort should be made to prevent the dissipation of the productive 
capacity of the industry and to maintain it in a healthy condition.” 

At the conclusion of its investigation of watches, watch movements, watch 
parts, and watch cases under section 7 of the Trade Agreements Extension. Act 
of 1951, the Tariff Commission on June 14, 1952, reported to the President as 
follows: 

“The forces now dominant in the watch trade are such that, if present tariff 
rates are not increased as recommended by the Tariff Commission, domestic 
watch manufacturers will undoubtedly find themselves able to supply only a 
constantly declining share of the domestic watch market, and will be obliged to 
reduce their aggregate absolute output of watch movements. Participation in 
the production of war materials has tended to obscure the serious deterioration 
that has already occurred in the domestic industries. Such production. of. war 
materials offers only precarious, short-lived opportunities, and once these come 
to an end, domestic manufacturers must again depend entirely upon production 
of watches for the civilian market. The future well-being of the industries pro- 
ducing jeweled-lever watches and watch movements is, therefore, contingent 
upon their obtaining a larger share of this American market. In no other way 
ean the facilities for making watches and perpetuating watchmaking skills in 
the United States be assured; and the maintenance of these is vital to the 
national defense.” 

On January 8, 1953, an interdepartmental committee consisting of representa- 
tives of the Department of Defense, Labor, and Commerce, and chaired by 
the Chairman of the National Security Resources Board, reported to the Presi- 
ment, after intensive study of the problem, that their study— 

“* * * makes it clear that precision jeweled movements are essential to the 
security of the Nation in wartime. It was further determined by the com- 
mittee that the products of the jeweled watch industry—namely, jeweled clocks; 
jeweled watches, chronographs, and chronometers—have a very high essen- 
tiality rating and are uniquely produced by the firms in this branch of the 
watch and clock industry * * *. Dissipation of the skills presently employed 
either by curtailment below a minimum production level of jeweled; movements 
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r by transfer to alternative activity not requiring the same order of skills 
learly would not be in the interest of national security.” 

On February 11, 1954. Lt. Gen. L. H. Campbell, Jr., Chief of Ordnance during 
World War II, testified before the Tariff Commission as follows (transcript, 

358) : 

“* * * Knowing the military policy of this country and also knowing, as I do, 
he money that you do not get for this business when the skies are clear, I 
would say, having the watch and clock industry as a going industry, equipped 
with the necessary plants, the necessary know-how, the trained people, it is of 
very, very great value to this country as a backlog and a safety for a rapid reach- 
ng of production in that particular item [time fuses |.” 

In a letter to the Chief of Naval Materiel, dated March 19, 1954, Adm. M. F. 
Schoeffel, Chief of the Naval Bureau of Ordnance, said : 

“While the jeweled-watch industry per se is not the only source of watch- 
and clock-type movements necessary to the national defense, it is nevertheless 
onsidered to be extremely essential in this field in view of its know-how and 
ts ability to make certain essential parts required by the watch and clock in- 
justry in general. * * * it is this Bureau’s opinion that insufficient capacity 
iready exists in the wateh and clock industry, including the jeweled-watch in- 
dustry, to meet the national defense M-day requirements * * *, 

“It is, therefore, recommended that representatives of the Office of Naval 
Materiel be fully apprised of this situation in order that higher authority may 

» in possession of all the facts as to the essentiality of the watch and clock 
ndustry, no small part of which is known as the jeweled-watch industry.” 

On June 30, 1954, the Interdepartinmental Committee on the Jeweled-Watch 
Industry, which Committee was composed of representatives of the Departments 
if State, Treasury, Defense, Commerce, and Labor, after exhaustive investiga- 
tion and consideration of the problem, submited a unanimous report to the Direc- 
tor of the Office of Defense Mobilization. This report stated in part: 

“Dissipation of the skills presently employed either by curtailment below a 
minimum production level of jeweled movements or by transfer to alternative 
ictivity not requiring the same order of skills would not be in the interest of 
national security.” (p. 13). * * * “Past experience, known requirements, and 
reasoned judgment all lead us to conclude that the skills of the jeweled-watch 
ndustry constitute an essential part of our defense mobilization base. These 
skills should be maintained at a level from which a quick and effective expansion 
of production can be made in the event of a national emergency” (p. 21). [Em- 
phasis in original.] 

On June 30, 1954, Arthur S. Flemming, Director of the Office of Defense Mobili- 
zation, testified before Preparedness Subcommittee No. 6 of the Senate Commit- 
tee on Armed Services as follows: 

“* * * T would like to address myself first of all to the question: Is the pres- 
ervation of the skills of the American jeweled-watch industry essential to the 
national security? 

“My answer to that question is unqualifiedly ‘Yes. There is no doubt in my 
nind on the basis of the evidence that I have had the opportunity of considering 
and on the basis of my own experience that that question should and must be 
inswered in the affirmative.” 

In his prepared statement submitted to the committee, Dr. Flemming said: 

“The experience of World War II clearly demonstrated that there are many 
ind varied military and essential civilian products for which the jeweled-watch 
ndustry is either the sole supplier or a highly qualified segment of the supply 
base 

“The statistical estimates of end-item requirements from the industry indicate 
that very substantial demands would be made on the industry in the event of 
full mobilization. Even so, these estimates must be augmented by intelligent 
appraisal of the variable factors which may emerge as highly important and by 
our experience in the last war. These and a prudent concern for maintaining a 
reasonable safety factor in matters of national security suggest that the facilities 
and skills of the jeweled-watch industry constitute an essential part of our 
defense mobilization base. These facilities and skills should be maintained at 
a level from whieh a quick and effective expansion of production can be made 
in the event of national emergency.” 

Also on June 30, 1954, Thomas P. Pike, Assistant Secretary of Defense (Supply 
and Logistics), testified before the Senate Preparedness Subcommittee that— 

“In general, from the standpoint of the: Depatrment of Defense, and speaking 
strictly to the national security, the national defense angle of this problem, 
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I can wholeheartedly concur in the general conclusion reached by Dr. Flemming 
in regard to the entire horological industry. And by that I mean not only the 
jeweled-watch industry but, in addition thereto, the non-jeweled-watch industry 
and the clockmaking industry. 

“There is no question but that the skills involved in these several industries, 
constituting in its entirety what we call the horological industry, are vitally 
essential to our national defense in the event of mobilization.” 

In the prepared statement submitted to the subcommittee Mr. Pike stated: 

“Your notice for this hearing indicates that it is to cover the entire American 
watch industry, that is, the manufacturers of jeweled watches, nonjewelled 
watches, and I assume the entire horological industry. All of these manufac- 
turers are valuable and essential to the Department of Defense. They produce 
such products as jeweled watches and movements, mechanical time fuses and 
other special timing and precision devices requiring specialized engineering, 
small-parts production, and manual skills so traditionally identified with the 
horological industry threughout the world. These products represent the split- 
second timing required for the movement of troops, air groups, ships, and al! 
forms of military equipment plus the highly essential mechanical time fuses and 
rear-fitting devices which determine the arming and exploding of shells and 
rockets. The Armed Forces would be vitally handicapped without this 
equipment.” 

Also on June 30, 1954, Mr. Lothair Teetor, Assistant Secretary for Domestic 
Affairs, Department of Commerce, submitted a prepared statement to the Sen 
ate’s Preparedness Subcommittee which read in part: 

“The Department of Commerce is gravely concerned over the prospect of 
any action which would be detrimental to the continued existence of these domes- 
tic manufacturing facilities. This Department will support such remedial 
action as may be deemed proper, in regards to this industry, in order to preserve 
an adequate mobilization base from which wartime expansion can be accom- 
plished to meet this country’s needs in time of national emergency. 

“With the rapidly advancing technological developments which are so manifest 
today, and with the increasing trend toward more precision, automatism, and 
highly controlled processes, the skills and facilities of the jeweled-watch indus. 
try, which are so admirably suited for precision and miniaturization, should 
be recognized as being increasingly important and vital to the national welfare 
In view of the historical role of this small and highly specialized industry, 
some of which has been cited in this statement, detailed statistical proof of 
its strategic importance should not be necessary. * * * The Department of 
Commerce, with particular emphasis on its responsibilities for mobilization 
planning and assuring adequate production capacity to meet essential civilian 
needs, supports the position that serious damage would be done to the wartime 
strength of the United States if our domestic facilities for the manufacture of 
jeweled watches are permitted to deteriorate below the levels determined to be 
adequate for wartime expansion.” 

Also on June 30, 1954, in a letter to the Senate Preparedness Subcommittee 
dated June 21, 1954, Mr. Roy T. Hurley, then chairman of the board and presi- 
dent of Curtiss-Wright>Gerp. and during World War II chairman of the-Ordn- 
ance Mechanical Time Fuse Integrating Committee, stated, after describing 
his work on the Fuse Integrating Committee, that— 

“This experience, I believe, qualifies me and I do not hesitate to make the 
following statement: I do not believe we would have produced the required 
quantity and quality of mechanical time fuses if it were not for the American 
watch and clock manufacturers. 

“There is no question that their skill and help will be required for nationa! 
security if we again engage in a major war. Considering the weapons avail- 
able today and the fact that war can take place anywhere in the world in a 
matter of hours, we must have a strong watch and clock manufacturing industry 
as an essential part of our industry-defense team. * * * In my judgment, preser- 
vation of the watch industry is essential in order to meet the requirements of 
any emergency which might develop in the future.” 

On July 1, 1954, the Assistant Secretary of Defense for Legislative and Public 
Affairs wrote to the Director of the Bureau of the Budget that— 

“The Department of Defense is vitally concerned with the production capacity 
of the jeweled- and non-jeweled-watch industry to meet military mobilizatior 
requirements. This industry produces such products as jeweled watches and 
movements, mechanical time fuses, and other special timing devices which are 
essential to the conduct of successful military operations.” 
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On July 13, 1954, the Defense Mobilization Board expressed agreement with 
the recommendations of the special report of the ODM interdepartmental com- 
mittee on the jeweled-watch industry, discussed above. 

On July 23, 1954, the Preparedness Subcommittee No. 6 of the Senate Com- 
mittee on Armed Services issued its unanimous report on the Hssentiality of the 
Watch and Clock Industry, which report concluded that— 

“The highly skilled workers in the American watch and clock industry, who 
require long years of training and experience, and their unique ability to develop 
and produce, within the shortest time possible, precision instruments to minute 
tolerances, are essential to the national defense. Therefore, it is in the interest 
of national defense to keep this essential industry alive and vital.” 

On July 27, 1954, the President issued a proclamation putting into effect recom- 
mendations of the Tariff Commission with respect to the rate of duty on imports 
of watches. In a White House press release accompanying the proclamation it 
is stated that— 

“The President’s action will have an important collateral effect in contributing 
to the maintenance of a satisfactory industrial mobilization base for the domestic 
production of watch movements and other precision devices necessary for na- 
tional defense.” 

On January 17, 1955, Secretary of State John Foster Dulles testified before 
the House Ways and Means Committee that— 

“* * * Qur action on Swiss watches helps to preserve a mobilization base in 
that industry, a sufficient vitality in that industry so that in case war came and 
we were cut off from the arts and skills of Switzerland, there would still be 
a residiuum that was needed for this country in this country.” 

On April 27, 1955, the Secretary of Defense Charles EK. Wilson, in a letter to 
Senator Saltonstall and eight other Senators stated that the Defense Department 
letter of July 1, 1954, to the Director of the Budget (cited above) and the testi- 
mony of the Assistant Secretary of Defense (Supply and Logistics), on June 30, 
1954, before Preparedness Subcommittee No. 6 (also cited above), “represents 
the authoritative statement of the Department of Defense on the essentiality of 
the horological industry.” 

On June 8, 1955, the Preparedness Subcommittee No. 6 of the Senate Armed 
Services Committee issued its staff study on the Essentiality of the American 
Horological Industry. This study observes (p. 7) that— 

“The record is replete with many, many-instances of the military services 
calling upon the horological industry with urgent requests for production of vital 
precision devices and instruments which were so badly needed to win a war. 
Had not the skills of this industry been available our ability to have won World 
War II would have been seriously impaired. A dissipation and loss of these 
same skills by allowing this industry to deteriorate would be a blow to national 
defense in another emergency. 

“Past experience shows that sound planning for mobilization requires the 
maintenance of a healthy watch and clock industry. We must not disregard this 
experience.” 

And the study concludes (p. 13) that— 

“It is axiomatic that in time of national emergency, all components of our 
industrial machine are essential to the country’s defense. American watch 
and clockmakers, however, are peculiarly essential, not only in periods of crisis 
but, in the considered judgment of the subcommittee, in peacetime as well. Their 
availability in wartime depends upon a continuous peacetime existence at an 
operating level which utilizes, to the fullest extent possible, the unique, in- 
dispensable skills which the horological industry possesses.” 


x 
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On page 156 of this hearing Senator Jackson requested of Mr. 
Samuel W. Anderson, who represented the watch importers and as- 
semblers, a statement as to the method which could be used by the 
domestic watch industry to secure a judicial determination of the 
watch adjustment question. The following is the memorandum sub- 
mitted responsive to the request : 


JANUARY 12, 1956. 
MEMORANDUM FOR SENATE INVESTIGATING COMMITTEE Re PROCEDURE FOR COURT 
REVIEW OF TREASURY REGULATIONS COVERING DuTIES ON “ADJUSTMENTS” 


There is clear statutory authority for any domestic manufacturer who so 
desires to secure a court determination of whether proper duties are being 
assessed on imported watches under the “adjustment” provisions of paragraph 
367 of the Tariff Act of 1930. 

Under title 19 United States Code, section 1516 (b) and (c) (see. 516 (b) and 
(c) of the Tariff Act of 1930, as amended),’ any American manufacturer, pro- 
ducer, or wholesaler can protest the customs classification of, and the rate of 
duty imposed upon, any imported merchandise of a class or kind manufactured, 
produced, or sold at wholesale by him. 

This statute provides that a manufacturer shall first file a complaint with 
the Secretary of the Treasury, setting forth a description of the merchandise, 
the classification, the rate or rates of duty he believes proper, and the reasons 
for his belief. If the Secretary rejects the manufacturer’s contentions, the 
statute provides a procedure whereby he can secure review of the Secretary's 
decision in the United States Customs Court and the Court of Customs and Patent 
Appeals. 

Under the foregoing procedure, any domestic manufacturer who believes that 
unadjusted watches imported by any watch importer-assembler should be sub- 
jected to additional duty for adjustments under paragraph 3867 (a) (4) has 
a clear right to contest the classification, first before the Secretary of the 
Treasury and thereafter, if dissatisfied with the Secretary’s decision, in the 
United States Customs Court and the Court of Customs and Patent Appeals. 

The concern as to whether there is in fact a right to court review may have 
stemmed from the fact that, prior to 1951, title 19 United States Code, section 
1352, provided that the provisions of title 19 United States Code, section 1516 (b) 
“shall not apply to any article with respect to the importation of which into 
the United States a foreign trade agreement has been concluded” pursuant to 
the reciprocal trade program. 

This provision was amended by the Trade Agreements Extension Act of 1951 
specifically to restore the right of domestic producers to protest customs 
classifications pursuant to the procedure contained in section 1516 (b). The 
Senate report on the 1951 Extension Act (S. Rept. No. 299, 82d Cong., 1st sess.) 
contains the following statement as to the reason for the amendment: 

“This section restores the right of the domestic producer to appeal to a 
customs court if he feels that he is being injured by the incorrect classification 
of an imported article. The operation of this section had been terminated by 
the Trade agreement Act of 1934 with respect to products covered in trade 
agreements. Your committee feels that it would not be just to deny domestic 
producers the same rights in the customs courts as are granted to importers. 
It is not expected by the committee that the restoration of this right to 
domestic producers will upset any of our trade agreements nor will it encumber 
the courts with large numbers of cases. On the other hand, in some cases 
justice can better be rendered through the operation of this amendment.” 

Legislation since 1951 further extending the reciprocal trade program has in 
no way curtailed this specific right of a domestic manufacturer to secure court 
review of any customs classification. 


1The full text of these sections is set forth as an appendix to this memorandum. 
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